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G8 Countries: Going Green? 


"We invoke all-supporting Earth/ . . . Sitting at ease or rising up, standing or 
going on our way /With our right foot and with our left we will not reel upon the earth": 


| thus began the journey of the civilized man of yore on Planet Earth. 


But somewhere on the way, he somehow lost that bhaya and bhakthi and, instead, 
arrogated to himself the right to slit open the earth, despite its known adverse impact 
on the other fauna and flora, for mining her hidden treasures. With the advent of 
Industrial Revolution in the West, this had only got intensified —all under the name 
of economic growth. Over the years, the Westerner's obsession with economic growth 
and its underlying value-system have slowly spread to the rest of the world. The 
net result is: unabated burning of fossil fuels releasing greenhouse gases that led 
to the concentration of, particularly, carbon dioxide in the atmosphere, 


All this cumulatively have led to global warming— the surface temperatures of | 


earth have gone up. The fourth assessment report of IPCC states that 11 out of the 
12 warmest years ever since temperatures have been recorded have fallen within the 
last 12 years. The change of temperature during the last century is estimated to be 
equal to the rise in temperature noticed over the past 625000 years. Such increase in 
temperatures is likely to lead to rise in sea levels, above-normal melting of glaciers, 
and increased stress on water availability on land —all of which can make life on 
earth a difficult proposition to live with. 

Despite these hard realities, there are still people who question: How much 
climate change is the result of our economic activities? How much climate change is 
‘safe’? Is our science fully equipped to answer these questions? What would be the 
costs of alternatives? Would they be more than the cost of damages inflicted by the 
expected climate change? Is the proposed policy architecture capable of sending 
appropriate signals to engage both developed and developing countries to motivate 
their businesses to innovate right technologies to arrest the fallouts of the impact of 
climate change throughout the globe? There are yet others who argue that except for 
the increased concentration of greenhouse gases, the other aspects of science relating 
to climate change are ambiguous. 

Surprisingly, but interestingly, business people have taken the lead in going all 
out for 'ereen', of course, not out of fear of regulations, but more out of business 
considerations: clean energy means new technologies, which mean new monies. Sec- 
ondly, there is the warning ofthe UK government-sponsored Stern report on climate 
change: unchecked global warming could, in economic terms, cost 20% of the global 
gross domestic product. 


It is amidst this flux and the known differences between America and the rest. | 


on the Kyoto Protocol that the leaders of G8 countries had met in Heiligendamm, 
Germany with the host country trying to get them to agree on the succession plan 
for the Kyoto Protocol. The dramatic metamorphosis that one witnessed in George 
W Bush when he abandoned his earlier stand on Kyoto by declaring that the US 
will be "actively involved, if not taking the lead, in a post Kyoto agreement", has 
literally breathed life into the supporters of the 1997 accord, who were otherwise 
quite worried: "If negotiations did not start soon, the world may end up in not being 
able to legally impose curbs on green gas emissions, which means a sure threat." 
To everyone's relief, G8 leaders have finally agreed to negotiate for a successor to 
the Kyoto treaty under the auspices of the United Nations. And, Angela Merkel 
had all the reason to hail it as a ‘big success’ for she could lead everyone to make 


concessions and align all countries as ‘partners’ in the global agenda for tackling | 


climate change. 
Now the question is: Can the world leaders restore respect for the ecosystem? 
Will they ultimately walk the talk? | 
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We are today a trillion dollar economy. However, we are concerned about the slow 
vate of growth of agriculture. 


— P Chidambaram 
Finance Minister, India 


We have been playing an active role in companies where we have investments. 
For instance, we have forced an ММС: Indian arm to alter their investor un- 
friendly decision. Sebi chief is right in saying that we should be more proactive. 
— А К Sridhar 

Chief Investment Officer, UTI Mutual Fund 


The overall momentum of rise in ПР growth is continuing because of the strong 
investment in the economy. Also. the demand for capital goods will continue to 
increase. Yet, a single digit IIP zrowth is expected at the end of the current 
fiscal. 

~ D K Joshi 


Principal Economist, Crisil 


Global accounting standards would allow investors to draw better and more 
accurate comparisors among issuers around the world. 

— Christopher Cox 

Chairman, SEC, conmenting on the 

US SEC proposal to let foreign companies to choose 

Us GAAP or IFRS 


Steel futures are essentially a mechanism for financial companies mainly deal- 
ing with hedging and futures. It в not a solution for curbing price volatility. 


— Lakshmi Mittal 
President & CEO, Arcelor Mittal, commentirg on steel futures 


The pick-up segmert or the lifestyle SUV segment is practically non-existent in 

India. We plan to lead the segment with our product and create a market for the 
same. | 

— Rajesh Jejurikar 

Executive-VP (Sales & Marketing), 

Mahindra & Mahindra, at the launch of 

Mahindra Getaway American 


India, being at the top of the GRDI (Global Retail Development Index), validates 

the level of activity and enthusiasm we have seen in the marketplace. We antici- 

pate seeing another year of major investments and new retail concepts changing 

the rapidly evolving organized retail landscape in India, not just in the metros, 
but also deeper penetration in the t:er-II and пег-ПІ cities. 

~ Hemant Kalbag 

Principal consumer industries and retail practice, 


ep ie 4 9 б 2, AT Kearney India. 
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India-Canada Trade to Reach $20 bn 


үү increasing investment inflows and greater socio-economic cooperation be- 
У V tween the corporates of India and Canada, bilateral trade between both 
countries is expected to reach $20 bn by 2012. According to the Commerce Ministry, 
"The two countries should strive enough to achieve a $10 bn trade each in goods and 
services in the next five years. It is heartening that in the last few months, Indian 
firms’ investment in Canada has picked up substantially." In February 2007, Aditya 
Birla Group's Hindalco acquired Novelis for around $6 bn, in April, the Essar Group 
acquired Algoma Steel for $1.7 bn, and last year, the Tata Group acquired Teleglobe. 
This trend is likely to continue. On the other hand, Canadian companies are also 
planning to invest in India to exploit the synergies that exist between the two sides. To 
further enhance the econcmic relationship between each other, India and Canada 
have also mooted the idea of signing a Bilateral Investment Protection Agreement. 


Biotech industry Touches $2 bn Mark 


Не Indian biotechnology industry is well on its way to doubling its turnover to $5 

bn by 2010 after growing at a scorching pace in the last two years to hit the $2 bn 
mark, according to the annual ABLE-Biospectrum survey for 2006-07. An Ernst & 
. Young survey ranks India ameng the top three biotech hubs in the Asia-Pacific region, 
after Japan and South Korea. The 340 registered companies across India saw 30% 
growth in 2005-06 (from $1.45 bn); agricultural biotechnology, driven by Bt cotton, 
saw 50% growth, said Kiran Mazumdar-Shaw, who Heads the Karnataka Vision 
Groupon biotechnology, presenting the survey results. The biopharma sector led with 
а revenue of $1.4 bn (Rs. 6,300 cr). Investment in the area touched $580 mn (Rs. 
2.200 cr), with Bangalore alone grabbing Rs. 1,000 cr. Biocon, GE, Agilent Technolo- 
gies, Advinus Therapeutics, Jubiiant Organosys and Avesthagen figure among the 
list of prominent players. “India’s cost and skill base supports affordable drug devel- 
opment. It is an emerging hub for CROs (Contract Research Organizations) and 
CMOs (Contract Manufacturing Organizations),” Mazumdar-Shaw said. Аз interna- 
tional partnersnips with Indian companies are increasing, Mazumdar-Shaw said 
thatthere were challenges to overcome. The industry should focus on discovery of new 
drug molecules rather than generies and services. The regulatory infrastructure has 
to rise to meet the needs of GM crops and new biotech drug applications. Venture 
capitalists should overcome the risk-averse mindset and support innovation. 














India as Diamond Trading Hub 


ps is all set to become a diamond trading hub in the next two years as the 
ambitious Bharat Diamond Bourse (ВОВ) is expected to start operations at 
the Bandra-Kurla Complex in Mumbai by Diwali. Ancop V Mehta, BDB Presi- 
dent said, “Ав an internaticnal destination, the Bharat Diamond Bourse aims 
to further enhance India's position in the world diamond market once it becomes 
fully operational by October-November." With world-class facilities under one 
roof, the bourse wculd contribute to 90% of the country's diamond trading activ- 
itv. Mehta added, "The main objective is to establish a bourse for promotion and 
export of diamonas, and to provide infrastructure and other facilities in India 
for domestic and cverseas buyers and sellers of diamonds." Instituted to cater 
te all the needs of the diamond trade, ВОВ anticipates dealing with over 30,000 
customers a day. The facilities at ВОВ would include offices of diamond traders, 
strong rooms, lockers and customs clearance facilities with all the modern re- 
quirements for carrying out day-to-day business. | 
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Food Inflation can Ease 
with Supply Chain 


Hs food prices, a cause for con- 
ern to the government, can signifi- 
cantly be brought down if only one-third 
of the Rs. 100,000 ст losses incurred due 
to inefficient storage and transporta- 
tion are avoided. A report by Crisil Re- 
search estimates that the total avoid- 
able supply chain costs in the food and 
grocery vertical іп the country areabout ^. 
Rs. 100,000 cr, and if at least one-third c ү 
of the savings (around Rs. 33,500 er) is. s 





passed on to the consumer in the form of |. 
lower costs, it would amount to more . 
than 3.596 of the countries spend on: 
food items (Rs. 951,000 cr). This will: 
play a significant role in lowering {оос 
inflation, Sudhir Nair said. According . 
to the study, the savings through avoid | 
able losses can be achieved by imple: | 
menting an efficient supply chain fron; | 
farmer to consumer. “India’s retailing 
sector, estimated at Rs. 12.8 tn in 200 
makes up for about 40% of the country 
GDP, of which food and grocery accoun 
for 74%,” it said. Organized food retai 
ing is in a poor condition since only 1%. 
of edible items are sold through such. 


food prices. The organized retail sector 
would require investment more in ге 
ducing inefficiencies of the traditiona! . 
multi-level supply chain. E 





al-Mart Mulls Financial 
Services Foray 





үү е» the world's largest re- 
tailer, has recently made an an- 
nouncement of offering financial ser- 
| vices to its customers through "Wal- 
_ Mart MoneyCenters, which include 
_ check cashing, bill payments, and in- 
¿ternational money transfers. It has 
_ planned to open financial service cen- 
_ ters in 450 stores by the end of 2007 
_ and in 1,000 stores by the end of 2008. 
_ Earlier, it planned to create its own 
bank but withdrew, as it faced tremen- 
dous opposition from competitors as 
well as from political parties in Wash- 
ington. 

As a part of the financial services, 
the company will issue a pre-paid Visa 
Card, which is called Wal-Mart Money 
Card, at the cost of $8.95 and this can 
— be used as a credit card for online shop- 
|. ping to pay for gasoline and merchan- 
|. dise at other retailers. MoneyGram 
_ International, First Data, United 
_ States Postal Service and Western 
.. Union could be the probable rivals for 
_ the company. 
| Financial services seem to be a 
promising new avenue of growth and 
easier for expansion since it involves 
selling more to the same customer 
ase. However, experts say that it may 
ace problems in broadening its cus- 
omer base or moving into urban areas 
and may have to reach into other busi- 
ess lines in increasing the customer 
ase. ^Providing a private-label debit- 
ard service under the Wal-Mart ban- 
er could increase both brand equity 
nd frequency of visit," said Adrianne 
hapira, Retail Analyst, Goldman 
sachs. According to AC Nielsen, 42% of 
Val-Mart shoppers have yearly house- 
old incomes less than $40,000 and fi- 
nancial services experts view this as a 
positive for the industry and the cus- 
“tomers as Wal-Mart would cater to the 
ustomers with little or no access to 
-banking services. 


































Globalization: Pros and Cons 


lobalization has many positive effects and one of them is to reduce poverty, 

but it does not mean that free trade always leads to economic growth; it too 
has its shady side. Recently, World Trade Organization head, Pascal Lamy, said 
“The Speed of Globalization is affecting our social textile in an insensitive way than 
in previous stages of Globalization”. 

The government should look over jobs and compensate in a world being trans- 
formed by technology, vast groups of cheap labor and cheap transport and commu- 
nications. On the other side, “It would benefit individuals and weaken many others 
in developed or developing countries". 

“The most important challenge is to 
ensure that globalization reaches more 
number of people in developing nations 
and is shared widely," said Lamy. There 
are a few protestors who say that global- 
ization and free trade would only benefit 
rich nations rather than the poor. 

Lamy warned that the Doha round of 
global trade talks could be put on hold for 
several years, if no breakthrough is achieved. Now, trade И from the 
European Union, the US, Brazil and India are meeting in Potsdam, near Berlin, 
this week to try to break the deadlock in the Doha round. Commenting on the free 
trade, the WTO Chief said that governments must put sound macroeconomic poli- 
cies in place, build the right infrastructure and relax the domestic markets for 
bettering free trade. 








First Solar-Powered Mobile Phone 


Chinese company has developed the world's first solar-powered mobile phone 

that uses the sun's energy to recharge itself. Hi-tech Wealth, a reputed tele- 
communication products supplier in China has claimed that its mobile phone is the 
first of its kind in the world which uses solar power to recharge its battery. The 
phone, using a scale-shaped solar panel on the top side of the clamshell-designed 
phone, can also be recharged from other sources of light such as candles. One hour of 
charging in the sun can provide 40 minutes of talk time. The company already owns 
eight patents and has applied for more. 

Many companies around the world 
are trying to follow suit in developing 
similar mobile phones. However, they 
are still in the experimental stage. 
*With more than 400 million mobile 
phones in the country, China would save 
a great amount of electricity if all its 
mobile phones were recharged by light,” 
Chairman of Hi-Tech Wealth, Zhang 
Zhengyu said. The lifespan of the bat- 
tery of this new mobile phone is report- 
edly 2.5 times longer than that of con- 
ventional batteries. The company is planning to bring six of its light energy mobile 
phones to the market in the current year and another 30 in the next du 





Reference # 01M-2007-07-01-10 


| Juy2007 | 7 


Ш PERSPECTIVE 





Basel II 





А regulatory capital of 9% for credit risk vis-à-vis a minimum of 8% 
prescribed under Basel ll may not augur well for Indian banks, more so 


during the transition. 





anks аге essentially known for 

transferring financial resources 

from net savers to net borrowers. 
The banking sector plays a dominant 
role in the complex financial system of a 
country by providing liquidity and pay- 
mert services to the real sector. It insti- 
tutionalizes savings by accepting depos- 
its from the public and using them to 
méke credit available to households, 
government, businesses, and others. 
This intermediation is basically 
achieved through four transformation 
mechanisms: Liability-asset transfor- 
mation, size transformation, maturity 
transformation, and risk transforma- 
tion. It is in this context that banks are 
expcsed to various embedded risks: mar- 
ket risk, credit risk, and operational risk. 
Seccndly, banks being highly leveraged, 
these inherent risks have enough poten- 
tial to inflict catastrophic losses unless 
they are managed effectively. Hence 
Merson Miller, the Nobel Laureate said: 
“Banking is 19% century disaster-prone 
industry.” 

And, at the same time, as the empiri- 
cal studies of Levine (1997) suggest, the 
economic growth of a country is positively 
related to the szage of financial develop- 
ment, in terms of the size of the financial 
markets relative to GDP, by facilitating 
better risk-sharing and mitigating infor- 
mational problems. But the recent ad- 
varces in computation апа communica- 
tion technology, and the emergence of as- 
sorted products, accompanied by liberal- 
ization and globalization of financial 
markets, have all cumulatively in- 
creased the exposure of banks to varied 
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risks, This have resulted in the need for 
effective risk management across the fi- 
nancial architecture. For, failure of one 
bank can pull down a country's very fi- 
nancial system. 

Realizing the criticality of ‘contagion’ 
risk, and the need for its effective man- 
agement, the Bank fer International 
Settlement (BIS) came up with guide- 
lines way back in 1988, which are popu- 
larly known as Basel I for implementa- 
tion across the globe, so that all banks 
are supervised according to a set of broad 
principles. Under these norms, it was for 
the first time suggested that banks 
should maintain certain minimum capi- 
tal as a ratio to its risk-weighted assets, 
so that а bank will remain capable of 
absorbing losses emanating from credit 
risk in the long run. In 1992, the Reserve 
Bank of India (RBI) adopted these 
norms for implementation among the 
Indian banks. It essentially involved as- 
signment of prescribed risk weights to 
balance sheet assets, non-fund items 
and other off-balance sheet exposures, 
and maintaining unimpaired minimum 


capital equivalent to the prescribed ratio 


of 9% on the aggregate cf these items. 


Basel Il accord 

Basel I norms were simple: it adopted a 
straightforward “one-size-fits all” ap- 
proach. It failed tc recognize that there 
could be a differing credit quality within 
the same class of assets. It failed to cre- 


ate a level playing field for banks—it 


taxed some activities while understating 
some risks of others. To obviate these 
limitations of Basel I, the Basel Com- 


hy not 8% Capital for Credit Risk? 


mittee came up with a revised frame 
work —International Convergence o 
Capital Measurement and Capital | 
Standards (Basel ID—in June 2006. © 
Basel II is considered as more risk-sen- 
sitive than Basel I. It essentially rests 
on three mutually reinforcing pillars: ће 
first pillar prescribes minimum capital . 
requirements for credit, market and op- № 
erational risk; the second pillar pre- 4 
scribes supervisory review, risk manage- ^ 
ment guidance to banks, and supervisory 
transparency and accountability; and © 
the third pillar prescribes market disci- 
pline to complement the minimum capi- 

tal requirements and the supervisory re- 
view processes. 

The framework under pillar one of- 
fers three distinct options for calculating 
capital requirements under credit risk 
and three other options for computing 
capital requirement under operational 
risk. The options for computing capital 
under credit risk are: Standardized Ap- 
proach ~ measuring credit risk in a stan- . x 
dardized manner duly supported by ex- | 
ternal credit assessments; Foundation |. 
Internal Rating-based Approach - 
banks use their own internal rating sys- 
tems for credit risk with explicit ар- 
proval of the supervisory bank for esti- 
mating Probability Default (PD) while. 
relying on supervisory estimates for. 
other risk components; and Advanced. 
Internal Rating-based Approach – un- 
der which banks provide their own esti- 
mates of PD, Loss Given Default (LGD), 
Exposure at Default (EAD), and Effec- 
tive Maturity(EM). The revised frame- 
work, thus, allows banks to use their own 
assessments of risk as arrived at by us- 
ing their own internal rating systems. 


RBI directives 
In order to align the Indian banking sys 
tem with global standards, the RBI de- Е 
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Basel Il 


ии ee 


cided to adopt the Basel II norms and 
accordingly proposed a road map for its 
implementation: all foreign banks oper- 
ating in India and Indian banks having 
operational presence outside India shall 
adopt the Standardized Approach for 
credit risk management, which means 
calculation of Capital to Risk-weighted 
Assets Ratio (CRAR) and maintenance 
of a minimum CRAR of 9% with effect 
from ‘March 31, 2008 and the others by 
March 31, 2009. 

Under the standardized approach, 
banks have to use the services of external 
rating agencies that are approved by the 
RBI for getting their credit exposures 
rated for allocating regulatory capital as 
per the mapping prescribed in the guide- 
lines. To begin with, banks are asked to 
risk-weight their claims on corporates as 
per the ratings assigned by the rating 
agencies approved by the RBI. Thus, 
‘AAA’ to ‘AA’ rated claims will have risk 
weight of 20%, while the ‘A’ rated com- 
pany will attract a weight of 50%, ‘BBB’ – 
100%, ‘BB’ and below 150% and so on. To 
begin with, all unrated claims on 
corporates in excesses of Rs. 10 cr will 
attract a risk weight of 150%. Corporate 
loans subjected to restructuring should 
be assigned a higher risk weight of 25% 
until satisfactory performance under the 
revised repayment schedule has been es- 
tablished for one year from the date of 
installments fallen due under the re- 
vised schedule. Similarly, exposures in- 
cluded in retail portfolio shall be as- 
signed a risk-weight of 75%. 


Implementation challenges 

The proposed guidelines under Basel П 
will enable a bank to enjoy a good 
amount of cushion in maintaining capi- 
tal adequacy, provided a bank can com- 
pute its credit risk correctly. To adopt the 
standardized approach suggested by the 
RBI, banks have to rely on outside rating 
agencies very heavily. Otherwise, they 
have to provide a uniform risk-weight of 
150% to all exposures of corporates, 
which means, no gain out of the imple- 
mentation of Basel II norms vis-à-vis 
Basel I that was discarded under the 
plea that it did not differentiate the best 
risk-managed banks from the rest. 
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Secondly, the availability of qualita- 
tive and quantitative data on credit 
quality—in terms of credit migration, 
probability of default, loss given default 
and exposure at default— ideally for 5-7 
years is the minimum requirement for 
the smooth transition to Basel II Ac- 
cord. There is, however, no such data 
available with many of the Indian 
banks. In the absence of such data, In- 
dian banks face a Herculean task in mi- 
grating from Basel I to Basel II norms 
and gain the advantages in terms of re- 
duced demand for regulatory capital 
based on individual bank's risk man- 
agement efficiency. Thirdly, rating agen- 
cies in India are known to rate instru- 
ments but not borrowers and this may 
initially pose a challenge both to banks 
and rating agencies. Such rating by out- 
side agencies is sure to increase the ex- 
penses of banks besides delaying the 
process of credit sanctioning. And shift- 
ing to an internal rating-based calcula- 
tion of regulatory capital under credit 
risk may not be that quickly possible, 
for internal credit rating system in most 
of the Indian banks is at an embryonic 
stage. Over and above all this, manage- 
ment of credit risk under Basel II re- 
quires new skill-sets among the em- 
ployees. It simply calls for new attitudi- 
nal as well as technical skills to manage 
credit risk through risk mitigation tech- 
niques and implement Basel II with 
least hiccups to the process of ongoing 
financial intermediation in the country. 


Why not 8% capital? 
That being the challenge the Indian 
banks face initially while transiting from 
Basel I to Basel II compliance, the pre- 
scription of 9% regulatory capital under 
credit risk as against Basel ІГ prescrip- 
tion of a minimum capital of 8% is quite 
baffling. Such an increase in regulatory 
capital may undermine the interests of 
Indian banks, particularly ofthose oper- 
ating in the overseas markets as they 
would be competing with global giants 
that are operating with 846 regulatory 
capital. 

Indian banks, unlike many of their 
Western counterparts, are also subject 
to reserve requirements: they have to 


maintain 6.596 of their total deposits as 
cash deposit with the RBI under Cash 
Reserve Ratio and 25% in gilt securities 
under Statutory Liquidity Ratio. They 
are thus required to keep 31.75% of their 
total working funds as directed by the 
central bank and be content with what- 
ever interest earned thereof. They also 
have to undertake directed-lending, 
where again, return on such investments 
is low. 

As of March 2005, the share of credit 
towards the industry stood at 38% of the 
total credit from scheduled commercial 
banks, which means the balance 62% is 
spread across agriculture and other retail 
loans. Such credit exposure— whether it 
is of quality or not, whether measured, 
monitored, and managed effectively or 
not—is to be risk-weighted, flat at the 
rate of 75% for allocating regulatory capi- 
tal, unmindful of credit quality. 

Most of the banks from India are 
from public sector. They have their own 
compulsions: payment of dividend to the 
owner government for bridiging the fiscal 
deficit even at the cost of building up re- 
serves that could enable them to under- 
take fresh business; not being able to 
raise fresh capital from the market for 
fear of diluting the government equity; 
etc. At the same time, many a time gov- 
ernment itself has expressed its inablity 
to infuse fresh capital into these banks 
under the plea of its obligations towards 
fiscal responsibilities. 

It is in this context that the RBI's 
prescription of a minimum of 9% regula- 
tory capital as against the 8% prescribed 
by Basel II Committee is compelling one 
to infer that it may work against the in- 
terests of the Indian banks, particularly, 
during the transition, even if it leads to 
capital inefficiency, particularly in the 
case of those operating globally. 

Would it not, therefore, be prudent to 
initially prescribe a minimum regula- 
tory capital of 8% against credit risk as 
recommended by Basel II, and gradually 
increase it to 9% as the industry gains 
experience in managing credit risk in 
alignment with Basel II prescriptions?m 


– GRK Murty 
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Microfinance in India 
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The new generation of Microfinance Institutions (MFIs) in India have 
suddenly become the rage for foreign investors. 





t was a watershed moment for 

India's nascent microfinance in- 

dustry when Silicon Valley-based 
venture capital firm, Sequoia Capital, 
famous for its early stage investments 
in Google, Yahoo!, PayPal, Electronic 
Arts, YouTube, Cisco Systems, Oracle 
and Apple among others, announced a 
$6.5 mn package for Hyderabad-based 
SKS Microfinance. It signaled the big 
time arrival of domestic MFIs. On its 
hot trail are the big-pocket global pri- 
vate equity players. In the last couple 
of months, three international firms 
have announced partnerships with In- 
dian MFIs, involving over 
Rs. 280 cr, with more such deals ex- 
pected to come shortly. Foreign inves- 
tors such as Unitus Equity Fund, an 
internetional leader in scaling innova- 
tive solutions to global poverty, and 
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tech-entrepreneurs such as Vinod 
Khosla, Ravi Reddy, Sandeep Tungare 
and Odyssey Capital are pouring in 
money into Indian MFIs such as SKS 
Microfinance, Share, Spandana and 
Adhikar. Added to this are the signifi- 
cant investments in the domestic 
microfinance space by FMO, a Dutch 
institution; Netherlands-based 
Tridos; the World Bank's arm, Interna- 
tional Finance Corporation; US-based 
Accion; KfW from Germany; the UK- 
based CDC; Quebec-based cooperative 
bank Desjardins and Oiko Credit of 
the Netherlands. These investors are 
investing in Indian MFIs in a big way 
in the hope of getting healthy returns. 
And this unprecedented equity partici- 
pation has suddenly transformed the 
once mundane industry into an invest- 
ment hotspot. However, the big ques- 


tion is: Do such hyped investments jus- 
tify the potential return? 


Needing finance 

In India, there is an acute deficiency of 
investment in the microfinance space 
which can be attributed to lack of access 
to funds for such tiny institutions en- 
gaged in the noble yet profitable cause. 
This paucity of funds has inadvertently 
necessitated the participation of pri- 
vate equity players in the high poten- 
tial microfinance space. However, what 
has led the big-pocket investors to 
make a beeline for local MFIs? Since 
most of the foreign investors perceive 
the Indian rural sector as being too 
opaque and complex, they have not ven- 
tured into the country by opening up 
new shops; rather, they have started 
their operations by acquiring equity 
stakes in the existing MFIs. Moreover, 
the healthy repayment rate of 98-99% 
by the MFIs is also encouraging more 
foreign equity participation in this sec- 
tor. Besides, a global splurge in private 
equity along with an increasing invest- 
ment interest in India is also forcing 
the global equity players to invest in 
Indian MFIs. However, most impor- 
tantly, acceptance of MFIs as a viable 
and profitable investment option is 
now a global trend. And in India, where 
excess capital is chasing limited pool of 
investments, MFIs certainly appear to 
be a good investment bet. 

But before investing, these private 
equity players scrutinize things such as 
to what extent these MFIs fulfill social 
obligations, whether a particular MFI 
has the capacity and necessary disci- 
pline to sustain its earnings, etc. These 
investors, however, expect a very high 
return of even 30% in some cases. Nev- 
ertheless, often these types of invest- 
ments are a blend of Corporate Social 


| Chartered Financial Analyst | 


НН ке НЯ 5 " 2 
о (А ES огно г эз ved Wegen ; m ; — — - i T" ИТЕ 
мы, 3 55 i UE У As VIT 94, Ei 5 x 5 ү, SS psp UU ЕСЕЙ 
Eu = s i Е t RUNE 
б P ROTARUM 


in 


SOR 


нА 
s 


LUN 
НЕ 


63 


VAR 


MEM 


of 
а 
овај 


м 
DU E 


SOR 


& 


ЕЯ 
Е 
а ds 


x 


zs 


f Y К Ў НЫ Sp ^ i P А RIN x У i A ВА 
ии у x б КӨК ECC EU eS uoi ть Е ONU 
iced МЕР, d ‹ 2 des 5а A Е Ут $ 3 Pie (Ronis nN ire E P f RARES 
Б >: A xd Ў, REA НХ 

ми 


ap 


6 
Vie 


EET 
SM 


ESTA 
ОНЕ 
НЕ 


tie 


р; 
АА: 


А 5 И COS 
3 р p: 2 E Y З Sh fo ие 

НА 45 rns b У; i E IE 5: SUN ANA 
VES У я 2 Se И IAS. VADER D ИЕ 
ЗО ДЫМ x үн H P Ө TA A EHI ОА XO Bor [AE ES 


5 


ud 


Sue 


rU A EE 
p ODE 


— 
cues 


a 


А BE у и ү р oe ; a 
ОНИ d А d 5) 5: DUCUM. 2 Dm Nr Е и st 52 ЊУ NS UT у DU 3 Wc 


ai 


MED 


ANA 
SRR 


VEDO 


“ane 


У к 





Rated "A-" (Excellent) Бу А M Best 
Total Assets: $ 6.14bn 

Net Worth: $ 1.11bn 

Ranked 21° Among Non-Life Reinsurer 





amaeeprel farsa 


GIC Re 
тетот «т Pra 


Property Marine Aviation General Insurance Corporation of india 





Indian Reinsurer 





ESI 


"SURAKSHA', 170, J. Tata Road, Churchgate, Mumbai-400 090 (India) € Tel :+91-22-22867000 ® Fax : + 91.29.29899600 


E-mail : info(@gicofindia.com  www.gicofindia.in @ Representative Offices : London, Moscow ® Branch Office : Dubai 


Cy Pei. 


dv 


Financial Services 


M M M MM ди 


Responsibility (CSR) as well as intelli- 
gent investment, 

However, many people argue that 
foreign participation in Indian MFIs is 
neither a CSR nor a corporate philan- 
thropy but а natural attraction to- 
wards the charming Indian MFIs 
which are now at an inflection point af- 
ter being dominated for years by NGOs 
and charitable trusts. Now what is re- 
quired for these MFIs is to move to- 
wards adopting a sustainable for- 
profit model to reap scale advantage 
and :o deliver tremendous social re- 
turns like SKS, also popularly called 
‘the Starbucks ef Microfinance’, which 
is one of the fastest growing MFIs in 
the world catering to nearly 600,000 
women borrowers in about 7,200 vii- 
lages in 11 states across India. Armed 
with private equity investment, many 
of these MFIs are considering reaching 
out to as many as five million people 
each in the near-term. While the ex- 
pansicn of reach has been mainly for 
their cwn businesses of vending micro- 
loans, it now transpires that their wide 
network could be used profitably for 
peddling insurance, money transfer, 
procurement and supply chain 
financing for agricultural and its allied 
activities. 

Recently, Hyderabad-based SKS 
Microfinance, led by its visionary CEO 
Vikram Akula who has been named by 
Time magazine as one of “The People 
Who Shape Our World” fer 2006, col- 
laborated with Citibank to unveil 
Rs. 180-er micro-lending plan for 2007- 
08 in a unique risk-sharing model. Se- 
quoia Capital, a venture capital firm 
founded by Don Valentine in 1972, had 
also infused $10 mn into SKS. 
Legatum, a UAE-based privately- 
owned international investment firm, 
has announced an investment of $25 
mn in Share Microfin, the first MFI in 
India to obtain an NBFC status. And 
this is the largest investment made by 
an overseas investor in а microfinance 
institution in the world. Apart from 
this, Shere, the largest MFI in India, 
has also bagged ar: investment of $2 
mn from Avishkar Goodwell, a for- 
profit business development company 
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which invests in equity finance and 
provides hands-on support to entrepre- 
neurial microfinance organizations in 
India. Share is also in talks with ven- 
ture capitalist Vinod Khosla to raise 
further capital. All the new invest- 
ments, put together, will take Share 
Microfin's equity base to Rs. 112 cr. By 
inviting more investments, Share, 
which already has operations in five 
states, expects to expand operations in 
other states such as Uttar Pradesh, 
Rajasthan, Haryana, Uttaranchal, 
West Bengal, Gujarat and Jharkhand. 
Spandana, another Hyderabad-based 
MFI, announced: “We are looking at 
raising funds of around Rs. 40-50 cr 
and are in talks with a few local pri- 
vate equity funds, microfinance funds 
and even certain mainstream inves- 
tors." Allured by the wide network of 
Spandana, Western Union Money 
Transfer tied up with it to earn a 
healthy Rol. Basix, too, is looking at a 
money transfer arrangement with 
Western Union. Moreover, Basix has 
roped in globally renowned investors 
like IFC Washington, US-based Shore 
Capital International, Dutch Fund 
Tridos, HDFC and ICICI Bank. It is 
also in talks with Quebec-based coop- 
erative bank Desjardins and the Small 
Industries Development Bank of India 
(SIDBD. 


Moving up the value chain 

Similar to banks tying up with other 
services providers such as insurance 
anc thereby raising their fee-based in- 
come, MFI players in collaboration 
with private equity players also stand 
to benefit from commission fees for 
routing various goods and services 
through their wide network. In fact, the 
model that is gaining popularity 
among the MFIs not only reduces the 
transaction costs for the new services 
but also eventually reduces the cost of 
micro-loans from MFIs. And 
unsurprisingly, these MFIs are moving 
up the value chain as they discover the 
huge potential in vending big-ticket 
loans in the range of Rs. 20.000 to Rs. 
50,000 to individual borrowers; 
whereas in the conventional model, 





MFIs could lend smaller loans of up to 
Rs. 10,000 through a group model where 
peers stand guarantee. *Eventually, in- 
terest and cost on micro-loans will come 
down, if MFIs are able to play the role of 
a distribution channel as it will amount 
to a new revenue stream," said Basix 
NV Ramana, Managing Director. He 
further added, that the huge databases 
of the MFIs could be utilized for produc- 
tive asset distribution and not for non- 
productive items like soaps, toiletries 
and other consumables as of now. The 
future is bright and there could be ser- 
vices such as medical, education, para- 
medical, public health and awareness 
programs, and even talent hunting un- 
der the ambit of MFIs. In fact, many ex- 
perts say that the MFIs and Self-Help 
Groups (SHGs) could prove to be more 
active in agriculture and allied activi- 
ties given the huge rush in procurement 
activities, retail boom and relaxation of 
agri-marketing norms in many states. 
For instance, Basix finances small and 
marginal farmers for the entire supply- 
chain activity of procurement of nearly 
4,000 ton (target for FY08) potatoes in 
Jharkhand for the end-user. Similarly, 
it is gathering milk producers, who pos- 
sess one or two cows each, to supply to 
Reliance as part of its dairy procure- 
ment initiative. There has been a spate 
of such tie-ups recently. Most MFIs 
peddle insurance products, helping 
companies fulfill their rural and social 
obligation. 


Outlook 

Though the Indian MFIs have become 
the seedbed of foreign equity, ushering 
in a plethora of opportunities, an array 
of regulatory and operational hurdles 
are a major roadblock to its growth. 
Regulatory and operational blockades 
are jeopardizing the smooth functioning 
of the MFIs. Absence of transparent le- 
gal norms coupled with the cobweb of 
multiple rules at different levels, such 
as the state and the central, have re- 
sulted in lack of clarity in the MFI 
space. Further, the inequitable growth 
of MFIs in different regions of India is 
also doing no good to the overall growth 
of the industry. 
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two main forces driving global ir in- | 
to invest i in Indian MFIs. First, in- 

d funds flowing to private equity and а 
ued rise in investment interest in у 
ndia have led to a market where excess capi- · 
alis chasing a limited pool of potential in- 

E estments. As a result, global investors are 

being forced to look for new (and non-tradi- 

ial) investment opportunities that they 
v regard. as profitable. One of these non-tradi- 

‚ tional areas is microfinance. The second rea- 

. воћ for increased global investment is due to 
«greater acceptance of microfinance, and 

|. other bottom of the pyramid sectors as vi- _ 
: E able, stand-alone industries with sizeable target markets 
v that can n yield strong levels of profit. 








~ Do you think that this increasing participation ot international firms in 
microcredit can make any difference to the rural economy? 
Yes, definitely. By increasingly investing in MFIs, interna- 
tional investors are facilitating the growth of these institu- 
|... tions, thus improving their ability to scale and reach more 
_ . dients. This increased reach will result in more capital flow- 
ing to the rural, developing economy through income generat- 
|... ing loans. The result of this capital infusion is a boost to the 
ps rural ab economy. 


e Global investment communities are investing more in MFIs. How do you 

- View this trend? 
. This trend, while бенду а short-term positive for MFIs, could 
have either favorable or detrimental impacts in the longer 
rm, depending on the investment style. For example, equity 
ments made for longer ti ime horizons will have a benefi- 








Kanchan Pandhre 
VP Finance 
SKS Microfinance, Hyderabad 


perimenting with а апа other innovati: 





icreasingly investi ngin MFIs, international investors are facilitating the growth of these 
itut ons, thus i improving their ability to scale and reach more clients 





cial effect on creating stable and long-term 
positive. impacts, on the rural economy. 


| allow the ‘sector to floürigh. by infusing E 
; stable, additional sources of fundi ling into. A 
_ the economy. Short-term investments, how- .. 
ever, could have a negative impact on the 
sector's development. If MFIs are concerned e 
that they must maintain higher levels of li- | P. 
—quidity to fund potential sales of their E 
shares by short-term investors (eg, hedge — 
funds), then they will be less likely to deploy ^ 
capital in an efficient manner that encour- — 
ages firm and sector-wise growth. and are —— 
more likely to retain higher reserves sto fund Om 
asset sales. cuc 








What are the challenges that the МЕБ are facing in India? uc 
The biggest hurdles are regulatory and. operational. On the M 
regulatory front, the lack of a structured legal environment, __ 
different rules framed by different governments (or quasi- = 
governments) organizations (e.g., RBI, NABARD, state and —— 
local governments and officials) result in a lack of clarity ао — 
where the regulation is headed, both at the national and re- —— 
gional level. Growth is hampered as MFIs struggle to function — 
not only within the existing regulatory parameters, but also — 
to construct new segments and businesses in line with how __ 
they see regulation emerging in the future. On the operational | 
front, MFIs continue to battle operating expenses that are - 
notably higher than those of financial service providers that 
serve more upmarket segments, the costs of which are passed 
along to the МЕТ clients in the form of higher interest rates. 
Certain MFIs continue to attempt to lower their c pex by 
eth 


















reducing costs. 


Besides, another problem affecting 
them is that of higher operating ex- 
penses. MFIs’ operating expenses are 
higher than those of other financial ser- 
vices providers that serve more upmar- 
ket segments and the cost burden, in 
the form of higher interest rates, is 
borne by the МЕРз clients. Notwith- 
standing such obstacles, MFIs are mov- 
ing up the value chain and the entry to 
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the next level of financing is inevitably 
pitting the MFIs against established 
players such as GE Money, Citi Finan- 
cial, Shriram Group and other lending 
agencies, thereby bringing in more com- 
petition in the lending space. And unde- 
niably, increasing investments in MFIs 
by the global investors are facilitating 
the growth of the MFIs and thereby aug- 
menting their ability to scale and reach 


out to more clients. This is inevitably 
resulting in more capital infusion, giv- 
ing a boost to the rural economy by en- 
couraging rural entrepreneurship as 
well as fulfilling the social commitment 
encompassing areas like education, 
health and Шегасу. № 


~ Amit Singh Sisodiya and Sanjoy De 


ea аз-аз аар йогалык NAPE РОО 


Reference # 01М-2007-07-03-01 


| July 2007 | 13 


Ш BUSINESS ENVIRONMENT 


India 


In the Trillion Dollar Club 





With the rupee hitting ап all-time high, the Indian economy joins the elite 


trillion dollar club. 





ndis has emerged as the 12" coun- 

try in the world with a trillion dol- 

lar economy. This was boosted by 
growth in the services and manufactur- 
ing sectors, coupled with an appreciat- 
ing rupee against the US dollar. This 
milestone could prove to be a mixed 
blessing for the economy and could cre- 
ate both opportunities and obstacles. 
The Ind:an currency is tracing around 
40-41 to the dollar, and has appreci- 
ated by about 8.4% this year. India's 
GDP was less than $500 bn in 2000- 
01, but has grown more than twice the 
size in tbe past six years due to consis- 
tent 8-965 growth. 

Now the Indian economy is one of the 
fastest growing markets :n the world. It 
is witnessing the highes: international 
remittar.ces compared to any other coun- 
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try (worth $25 bn a year and growing at 
25% annually). Global Eccnomic Pros- 
pects for 2006 by the World Bank reveal 
*India for the first time overtook China 
as the nation whose workforce remits the 
highest amounts, an indication that In- 
dians have emerged as the top ‘alien’ 
workforce.” Foreign exchange reserves 
crossed $200 bn for the first time in the 
country’s economic history. A report by 
JP Morgan says, “Indian Diaspora can 
be a ‘powerful catalyst’ in helping India 
realize its aspiration of 10% annual 
GDP growth.” Swiss Investment firm, 
"redit Suisse’s latest report states that 
eight of the previous 10 economies to 
pass the trillion dollar mark saw their 
stock markets rally for a full year after- 
wards. The report further acds, “While 
the figure doesn't change the fundamen- 


tals of an economy, it does seem to boost 
investor confidence.” 


But the hard truth... 


Though the economy has joined the tril- 
lion dollar club, it is not all hunky-dory. 
Global ratings agency Moody’s has 
warned against an overheating 
Indian economy, citing higher-than-ac- 
ceptable inflation, a growing merchan- 
dise trade deficit, still-high rates of do- 
mestic credit growth, and rapid rupee 
appreciation mainly due to strong capi- 
tal-account inflows. Kristin Lindow, 
Vice-President, Moody’s, suggests, 
“Such trends are neither transitory, co- 
incidental nor independent from one 
another; rather, they are the result of a 
structural shortfall in the absorptive 
capacity of the economy.” The ongoing 
excess demand, combined with supply- 
side constraints due to stagnant agri- 
cultural growth and infrastructure 
bottlenecks has pushed the inflation to 
a new two-year high. 

However, there is a positive side to 
the rupee’s appreciation as it has 
helped to tame the inflation monster. 
Amitendu Palit, visiting fellow at the 
Indian Council for Research on Inter- 
national Economic Relations, ex- 
plains, “The reason why the RBI is not 
intervening in the currency markets to 
depreciate the value of the rupee is be- 
cause it wishes to cushion the 
economy from the imported variety of 
inflation at a time when international 
prices of crude oil are in the region of 
65 dollars a barrel." India currently 
imports three-fourths of its require- 
ment of crude oil. However, YV Reddy, 
Governor, RBI, says, "If you want to 
strengthen the financial sector, you 
got to have inflation which is more 
aligned with the rest of the world." 
The economy would then be on a far 
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2 concerns of higher rate of inflation, growing | 
eficit and high rates of domestic credit, india. 
SU has emerged as a trillion dollar economy. Your com- 

| What needs to be remembered. about the | 





Indien growth story is that it has finally en- 


tered a trajectory of sustainable growth. His- | 
torieaily, the Indian economy was trapped in . | 


_ the Eimdu rate of growth of around 3.5% annu- 
ally. It was only post the reforms initiated in 
1991 that the Indian economy actually started 
. moving into а growth trajectory. The real 
5 thrust for the Indian growth story was, how- 

- ever, provided post-2002 as a result of a mix of 
a plethora of favcrable macroeconomic factors. 

A steep and consistent drop in interest 
rates made funds cheaper and more acces- 
sible and at the same time triggered the con- 
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| the trillion dollar GDP зны Whil 


lap of this race has been helped by a 
strengthening rupee, it needs to Бе: remem- | 
bered that the Indian economy had touched 


a GDP of close to $900 bn even before the 


dollar depreciation began. 


Do you think India is in the process of emerging as- 
a new economic superpower? How do you foresee 
the role of Indian economy in the wong compared 
to China? 

The BRIC reports published by Goldman 
Sachs in 2002 have clearly pin-pointed Bra- 
zil, Russia, India and China as the emerg- 
ing superpowers of 21" century. Of these, 
India and China are likely to dominate 
largely due to their веран importance 


sumption and investment-led demand. The second factor for | as well as the size of their domestic market. 


the economic growth was the huge capacity slack that Indian 
compenies had built up since the mid-1990s. This slack en- 
ablec Indian companies to grow their tep lines without in- 
creasing their fixed cost, thus substantially contributing to 
economic growth and shareholders’ value. 


more sustainable path to higher 
growth. 

On the whole, the growth figures 
are the sunny side of the economy, the 
rise ог the rupee is the dark edge. Now 
the ongoing rupee appreciation is seen 
аз an indirect consequence of govern- 
ment attempts to beat down inflation. 
The Consumer Price Index (CPI) 
touched 8% in Merch 2007, which is a 
politically unpalatable figure. Against 
this backdrop, RBI recently responded 
by hiking interest rates in an effort to 
temper consumption. 


Exporters feel the heat 

In markets where transactions are 
designated in dollars, appreciation of 
rupee kas made the Indian exports 
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more expensive and imports inexpen- 
sive. Exporters are facing a hard time 
because of rupee appreciation on the 
one hand and high interest rates on the 
other. During the current fiscal, the 
country's export annual growth is 
nearly 23% where its merchandise ex- 
ports alone reached $125 bn. However, 
when total imports grew by 25%, crude 
cil alone accounted for one-third of it. 
Though the Indian share in the inter- 
national trade has grown from 0.76% 
to 1%, the contribution is still negli- 


gible. This has resulted in a trade defi- 
cit of $50.6 bn, which is 44% higher 
than the previous year's figure. 


Credit Suisse cautioned that India 
was unlikely to sustain this milestone 
and it would be unjust to calculate the 


Comparisons between India and China are obvious, al- 
though odious. Chinais an economy driven by manufacturing, 
whereas the Indian economy has been largely driven by ser- 
vice sector. China commenced its reform process in 1978 un- 
der Deng Xiaoping, whereas India started its reform process | 


_ Indian Economy - ~The Milestones 


а India has been the fourth largest economy in 
purchasing power parity terme шие Us, 
China and Japan. 

а it is the ‘second fastest grow 





ing Business in in ‘South Asia 2007". 
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more than а decade later. Thirdly, in terms of physical infra- 
structure, China is way ahead of India, whereas India scores 
in terms of a more mature capital market and a more predict- 
able investment climate. I would believe that between India 
and China they have the potential to jointly dominate the 
emerging global economic order. 


Critics say that it is just a statistical jinx caused by rupee appreciation. 
Elucidate. 

Although, the Indian GDP touching the $1 tn mark could be a 
statistical aberration, we cannot deny that over the last five 
years the Indian economy has shown tremendous resilience 
and an ability to sustain a high growth rate irrespective of 
macroeconomic concerns at different points of time. 


What are the measures to be followed by the Indian economy to sustain 
this threshold? 

As stated earlier, the Indian growth story has been princi- 
pally driven by low interest rates, a huge capacity slack, low 
cost of manufacturing, outsourcing, positioning and a large 
domestic market. The interesting thing here is that each of 
these benefits has the tendency to reverse and get neutralized 
over a period of time. 

If the Indian growth story has to be sustained, we 
believe, there are a few imperatives that need to be kept in mind: 
a) Firstly, it is difficult to build a growth story supported by 

capacity expansions and consumptions demand if inter- 

est rate gets out of hand. It is essential that interest rates 
are kept at a level which encourages consumers and pro- 
ducers to borrow in the domestic market. 


worth of an economy in a foreign cur- 
rency, considering a quarter-end GDP 
and interim exchange rates. Now the 
question is: Will the economy sustain 
the trillion dollar tag? Economists pre- 





The Trillion Dollar Club 


Country э GDP in Dec “06 
13,458 








b) The second imperative pertains to the value of the Indian 
rupee. The rupee has appreciated almost 10% in a fairly 
short span of time. This is bad news for exporters who are 
the worst hit in the event of rupee appreciation. 

c) Thirdly, for the growth to be sustained, core commodities 

like cement, steel, aluminum, etc. have to be made avail- 

able at reasonable prices. Artificial restrictions on im- 

ports and exports can only worsen the situation. 

Then comes the issue of Indian infrastructure which could 

be the real roadblock to the Indian story. According to the 

Rakesh Mohan Committee report, infrastructure invest- 

ments to the tune of $300-350 bn are essential to bring 

the Indian infrastructure on a par with South-East Asia. 

e) Bad infrastructure imposes a huge performance tax on 
the Indian companies. It is incumbent on the government 
not just to invest in infrastructure but also make it a 
profitable proposition so as to encourage public/private 
partnerships. 


d 


w 


What is your outlook of the Indian economy? 

The Indian markets have in a way reflected the underlying 
strength of the Indian economy. The markets have been 
driven by the twin forces of attractive valuations and abun- 
dant liquidity. However, going ahead, both these issues may 
face hiccups as India competes with other emerging markets 
on both these parameters. It however, needs to be remem- 
bered that although there may be concerns in the short to 
medium-term, the long-term growth story of the Indian mar- 
kets looks intact. The $1 tn market cap may end up being just 
a milestone in the Indian capital market story. 


be stuck in the region of one-trillion 
dollars for a year or two. After that, it 
could leave the number behind faster 
than anyone would have believed pos- 
sible for a raucous, billion-person de- 


($US bn) 


dict, “India hopes to get the sort of sus- Germany 2,890 mocracy.” 
tained infrastructure boom that Japan Иа ЕР о IUE see eae While joining the elite club is in- 
saw in the 1960s and China saw in the 2,358 deed a great achievement and a sign of 


1980s. This would pull the economy 
into a higher sustainable growth rate, 
from the present 8.5% to the 
government’s own goal of 10% per 
year.” However, Jonathan Anderson, 
Chief Asian Economist UBS, has ar- 
gued that the story of Indian economy 
for the next five years will be similar to 





India* 








India's progerss on reforms path, still 
a lot needs to be done which can push 
India further on the growth path. 
A major challenge is to achieve finan- 
EE cial inclusion for those millions of 
Wu people who are yet to be touched by 
reforms.m 


that of China, the ugly duckling of 1990 
and the economic highflier of today. He 
envisages, “The Indian economy could 
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* Only India's GDP figures are not as of December '06 but as of 
March '07 and using the most recent exchange rate. 


Source: Credit Suisse estimates 


– № Janardhan Rao with inputs from P Sridevi 
Reference # 01M-2007-07-04-01 
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New Pension Scheme 


Spearheading the Pension Reforms 





The new pension system may push 
size to a whopping $95 bn by 2025. 


e ever-increasing longevity and 
the retirement provision based 
on inter-generational income 

transfers may not be a suitable option. 
There is a mismatch in the equation as 
more people are living longer and work- 
ing populations are decreasing. In the 
long run, there are fewer workers sup- 
porting each retiree which is leading to 
a crisis. Against this backdrop, the de- 
veloping countries are acknowledging 
the need for individuals to play a key 
role in generating retirement income. In 
India, retirement benefits are available 
to only about 11% of the working popula- 
tion, and the financial burden on the gov- 
ernment and the employer is rising to 
alarming levels. Moreover, the number of 
old people above 60 years of age is in- 
creasing rapidly with an annual growth 
of 3.8% (75.9 million). Besides, a variety 
of problems plague the pension system. 
The gradual collapse of the traditional 
old age support mechanisms and the 
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the prospect of enlarging the market 








rise in the elderly population emphasize 
the need for strengthening the formal 
channels of retirement savings. 
Existing retirement savings 
schemes, such as provident and pension 
funds, predominantly cover workers in 
the organized sector, constituting only 
about 10% of the aggregate workforce. 
Around 90% of the working population 
in the unorganized sector has no access 
to any formal system of economic secu- 
rity for senior citizens. This limited cov- 
erage is further shrinking against the 
growing informal workforce while the 
size of the formal workforce is, more or 
less, on stagnant mode. To address 
these issues, the Indian Government 
has adopted a new pension scheme, 
aiming to replace assured returns with 
a defined benefit system. This is likely 
to change the dynamics of provident 


fund money that is being saved over the 
years. The new scheme is a contribution. - 


scheme rather than a benefit scheme. 





An innovative pension plan? 

The New Pension System (NPS), intro- 
duced by the Government of India more 
than three years ago, is meant for em- 
ployees who joined government service 
after January 1, 2004. The Government 
of India is planning to make the scheme 
available to the private sector also. The 
program is all set to roll out over the next 
six to nine months. Under the new 
scheme, the employee and the employer 
should each contribute 10% of their sal- 
ary without any ceiling. The combined 
20% contribution cannot be withdrawn 
until the age of 60 to ensure the power of 
compounded interest rate over that pe- 
riod. Most of the state governments have 
implemented this new system. The NPS 
is mandatory to all civil servants except 
the armed forces beginning January 1, 
2004. А study by FICCI-KPMG discloses 
that the overall economic gains would be 
substantial because of the mobilization 
of assets that would lead to effective in- 
vestments in stock, bond and mortgage 
markets, which will, in turn, result in sup- 
plying capital to finance corporate growth 
and government infrastructure, The 
study further reveals that the need for re- 
form in the old pension system arises 
from the challenges and concerns in the 
previous pension system, which covers a 
mere 10% of the total labor force. 

The Pension Fund Regulatory and 
Development Authority (РЕКРА) Bill, 
2005 has established an authority to de- 
velop and regulate the new pension sys- 
tem which aims to provide old age income 
security for all individuals including 
those in the unorganized sector. This bill, 
created to mobilize savings among the 
senior citizens, has taken away the obli- 
gation of government to pay pensions. 

D Swarup, Chairman, PFRDA, 
opines, "The NPS will give sufficient 
choices of pension fund instruments to 
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~ does not apply te the civil servants whe joined 
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low does the newgpension system affect the country's 
existing pension system? 

_ "The New Pension System (NPS) арз тап- 
- datorily to the central government employees 
(except the armed forces) who have been em- 


ployed since January 1, 2004. So the NPS 






service before that date. Similarly, for the 19 
States which have adopted NPS, a cut-off 
date nas been indicated. The NPS, therefare. 
< Will only gradually cover ail the civil servants 
© over the next 25-30 years. So, the transition 









double over the next two decades. ki is impor- 
tant to recognize that the NPS does not cover 
mandatory provident and pe sion fund 
schemes for the private sector \ wo е org 

are currently administered by the Е 
Provident Fund Organization (EPFO) 

The progress of ће NPS; pa ‘ticularly the 
rate of return net of all expenses obtained 
and the quality of service, will, however, im- 
pact the dynamics of all the other provident 
and pension fund schemes as well, including 
the superannuation schemes of the | corpora- 









Mukul G Asher 
process will be long and gradual. Currently, Professor, Lee Kuan Yew School tions, and the pension-related products being 
there are 17 million civil servants. of Public Policy, offered by mutual funds and i insurance com- 


The NPS also has the provision that any 
individual can join voluntarily. This will re- 
quire the full NPS infrastructure, such as а. 
.. Central Record-keeping Agency (CRA), а set of Pension Fund 

— Managers (РЕМ), and a large number of Point of Presence (PoP). 
The Pension Fund and Regulatory Authority Bill has to also be 
passed by the Parliament before individuals can participate. 

The estimates of the probable number of individuals, who 
^. will voluntarily join, vary widely. It is important to remember 
> that about 80% of India's 460 million labor force is not in the 
formel sector with regular employer-employee relationship. 
The life expectancy at age 60 is already 18 years for men and 17 
years fer women, and is rising. A well-managed NPS, therefore, 
© will be in huge demand. 

T Tke Chairman of the interim Pension Fund Regulatory and 
_ Development Authority (PFRDA) indicated in a recent inter- 
_ view tha at there were 20 million people who were ready to volun- 
tari ух п the NPS. It is probable that this number will at least 
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panies. 


How far can the New Pension System sustain against 
political opposition? 

I am not sure that pension schemes have always been subject to 
political opposition. After more than half a century of existence, 
the EPFO barely covers 20 million workers in the private sec- 
tor, while the pension costs of civil servants who are 3% of the 
labor force are approaching 296 of GDP. If similar arrangements 
were made for the whole labor force, that would account for two- 
thircs of the GDP! The case for reforming the civil service pen- 
sion scheme and for providing opportunities for non-formal 
workers to obtain retirement income security in a sustainable 
and eredible environment is overwhelming. 

The NPS has already come into existence for a substantial 
propertion ofthe civil servants joining after the cut-off date. The 
challenge is to ensure that the NPS is managed. professionally 
and regulated by a competent authority with internatio may 


the investors with full flexibility to 
choose fund managers. This system will 
be opticnal and was expected to lead to 
job moo lity and switching. There will be 
no exit юаа and entry load in the NPS. 
The ga:ns from the new systern will occur 
from the year 2038-39. Experts envisage 
that the entire pension wealth will be 
converted to annuity and the annuity 
rates at that time will be the same as 
currently available. However, they warn 
that the actual annuity could be lower if 
the average life expectancy increases 
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over the next 35 years, leading to lower 
annuity rates." Swarup further says, 
“We have moved ahead with the appoint- 
ment of a Central Record-keeping 
Agency (СВА) and have selected NSDL 
for the job." The regulator selected NSDL 
as the CRA from six bidders, including 
Uni£ Trust of India (UTD and Life Insur- 
ance Corporation of India (LIC). 


Government proposes, Left 
disposes 


Pension reform is always a subject for 


hot political debate all over the world. 
India is no exception. Tapen Sinha, 
InG Chair Professor at ITAM says, 
“The opposition always comes from a 
small group of people whose benefits 
are going to get reduced. If the govern- 
ment is not dependent on these small 
groups for political support, it would 
not be a problem.” Asim Dasgupta, Fi- 
nance Minister, West Bengal, opines, 
“Introduction of the new scheme can- 
not yield resources which can be made 
use of bringing workers into the unor- 
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кей governance structure. This j is to ensure that the 
managed with the interest of members as the primary 
ective—and that it is both scalable and sustainable. 

"The political opposition to the NPS is primarily from a 
imall segment of the political class. In a recent meeting of all 
he States on the NPS, only three States— West Bengal, 
Kerala, and Tripura--did not favor the introduction of the NPS 
n their States. The NPS archit lecture 

ould : ral Ge vernment. and the 19 





ri | n TR ЕВРА to == СВА and soon 
PFMs f NPS members at the Center. Many 
| ‘States will follow this сае: К is, however, essential that 


ce | political pressure be brought to bear on those who are obstructing 
-the passage of the PFRDA Bill, 2005; a passage which is clearly 


~ in the interest. of the bulk of India's 460 million labor force. 


| What is is “the effectiveness of the new pension system in comparison to 


_ private schemes and РРР? 
^s The main advantages of the NPS in comparison to private 


“schemes are that its architecture will enable much lower trans- 


- . action costs, including investment management fees to be 


Do achieved, and that a competent and dedicated PFRDA will pro- 


_ vide greater confidence to individuals for long-term retirement 


- savings. It is well-known that minimization of investment 


| _ management fees and charges is essential if the members are 
to realize the power of compound interest. The PPF has become 


a tax shelter for essentially higher income groups. It is badly 
designed as it does not encourage long-term savings. 

The tax treatment of the NPS at the withdrawal stage will, 
however, need to be more carefully ш out. 


How do you compare. the апбан ol the new pension system with respect 
10 the Western security system. о 

India has just become а trillion dollar economy. Since its popula- 
__ tion is 1.1 billion, per capita: income is less than $1,000. A typical 
:- developed country has a per capita income of around $20,000. 


n - Any social security system should be affordable by individuals, 


i _ businesses, government, and the ‘country as a whole. 


permits this. But they 





last till around 2045. "Mr : = x oi dim «й M | а 
старае Ет ki is also well-suited to India's 


NPS can ко аћ importa ant 


sophistication. | | Аа X е 
In some ways, India’ s. с is nt s id al security system is very —.— 
generous compared to that of the де ies. For 
ample, in developed countries, civil servants cont ribute tot 
pensions, and frequent parametric and other changes are made | 
to keep the systems sustainable over a long term of 7 5 years. : In ~ 
India, until the NPS, the civil servants did not contribute, and. 
they also received generous price and wage indexation, commu- _ 
tation benefits, ete., which are not found in developed countries, _ 
However, as civil servants are only 3% of the population, itis — 
certainly true that the social security benefits in It : 
siderably lower than in the developed countries for the bulkof | 
the population. India needs to sustain high growth over а pro- * 
longed period to generate incomes for allocation for universal _ 
coverage of social security benefits. There is also а need 10 
vastly expand the social assistance schemes financed through e 
the budget, targeted at the elderly. This will require fiscal re~ _ 
forms, including considerable improvements in the efficiency | 
with which government services are delivered. Не 








The NPS represents a fundamental чишен process ге "и ering: a 
the fund management industry, one that eliminates the huge payments _ 
being made to the mutual fund agents and the insurance agone c 
Elucidate. о 
The NPS, indeed, provides an opportunity for fnanciali inno- "o 
vations. It is, therefore, a flexible and scalable scheme. Cur- С 
rently, in India, the mutual fund industry. charges between 4 
1.5% and 2.5% of assets under management as: annual fees. p. 
There are also hidden charges. The insurance industry. is _ 
used to even bigger numbers. Thus, according to / Nay Sh _ 
an economist, of the Rs. 60, 000 сг that went int а 
companies in 2004, Rs. 6, 000 er or. 10% was s pai id as fer 
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ganized sectors under the preview of 
social security schemes." He has ex- 
pressed his concern that the public sec- 
tor is already finding it difficult to pay 
a salary comparable to that of the pri- 
vate sector, and the new system would 
make recruitment of talented persons 
to public services even more difficult. 
However, there are many factors which 
have helped make the new pension 
scheme successful in spite of strong 
political opposition. New Delhi-based 
Economist, Ajay Shah says, "India's 
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demographics are more favorable than 
China's. For example, India's popula- 
tion is simply younger and there is no 
large population-wide pension 
scheme.” 

By introducing the NPS, India has 
surmounted a big obstacle which was 
in the path of the pension scheme. 
However, critics remark that it is also 
facing some common problems such as 
high transaction fees. According to 
them, “Conventional fees, which are 
calculated on a per transaction basis, 


may eat up the pension savings of the 
many Indians who save only a small 
amount and maintain small bal- 
ances.” The Central Record-keeping 
Agency (CRA) avoids this problem by 
enabling a competitive environment in 
which participants can switch between 
fund managers without the fear of 
transaction costs eating into their 
savings. The Government of India is 
paying 8% interest to the individuals 
who come under the purview of this 
scheme, 
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Tt е} possibilities that the М 25 сап — in ет 
his cost dramatically is demonstrated by the Coal Mines 
'rovident Fund Organization (CMPFO), which recently auc- 
ioned to pick fund. managers for assets of Rs. 20,000 cr. The 
owest bid was for 0.01%. This is a dramatic decline over the 
сеш rent charges by mutual funds and insurance companies. 
The NPS is also suitable for the development of the micro- 
| pensions industry. This bottom of the pyramid type of pen- 
sion product can only be viable if financial innovations 
greatly reduce the transaction costs. The existing mier о-реп- 
sion schemes do not до this and continue to charge the same 
fees as those for mutual fund customers. Once the scale be- 
comes larger, and greater competition is introduced through 
auctions and other methods, the costs will decline and ben- 
efit tre ordinary Indians. For this, the passage ofthe РЕБРА 
Bill is essential. 





Qutlock 
_ The NPS architecture is complex. While it plays on India's 
strengths and deserves full support, its successful implementa- 
` tion will neither be easy nor automatic. Considerable profession- 





а. ages eats. The investment management and other fosa are Sai | 


















уйг i gs 
have to Бе develope id 
politicization of decision + 
Besides, more innovat 
continued- progress towards ( 
retirement income will be « essen 
favorable demographic phase to build a pe 
will improve retirement income security. or all o 30) 
and not just the organized sector. The NPS. requ ires 





ires much 
greater emphasis on financial education i in general and i in pen- 
sion economics in particular, at all levels, including policy-mak- 





ers, officials, and trustees. This is one of the areas where — 


PFRDA’s developmental role becomes relevant. Some portion 
of its revenue should be regularly allocated to educational еб 
forts. The most important single economic variable i in economie | 

security of both the young and the old is the trend rate of eco- ; 
nomic growth. As the accumulation phase of the NPS involves E 
PFRDA and Sebi, and perhaps NABARD for micro-pensions, · 
and the pay-put phase involves IRDA, close coordination be- > 
tween them, the RBI, and the Ministry of Finance will be 
needed. More attention needs to be devoted to the; governance 
structure of PERDA. 


Going ahead 

In the new plan. 2.6 million people are 
expected to be enrolled and they will pay 
20% cf their wages into a fund that will 
then have assets of $4 bn. The informal 
sector people can also join this new sys- 
tem. The NPS represents a fundamer- 
tal ‘business prccess reengineering’ cf 
the fund management industry, which 
eliminates the huge payments being 
made :o mutual fund agents and insur- 
ance agents. Tapen Sinha opines tha: 
“it will certainly reduce the payment 
upfront. insurance agents get paid a lot 
of coramission in ће beginning of a con- 


tract and then it tapers off overtime." 
The NPS envisages a lot of innovative 
solutions to various problems that the 
oid pension scheme carries. The new 
system will use groups like occupa- 
tional associations and microfinance or- 
ganizations to provide the informal sec- 
tor with access to the pension system. 
These groups will work for the program, 
pool the members' savings and personal 
data, and then plug that money and in- 
formation into the CRA on behalf of the 
small investors. 

India's experience offers valuable les- 
sons on how to overcome political opposi- 


tion to pension reform. However, regard- 
ing longevity of the system Tapen says, 
“It is not fiscally sustainable unless it 
gets large doses of subsidy from the gov- 
ernment.” India, with a large number of 
young people entering the labor force 
within the next 20 years, has the capacity 
to build up pension wealth invested in 
portfolios of stocks and bonds. An effec- 
tive and rapid implementation of the 
NPS will lead to overall economic growth 
in the days соте. 


~ N Janardhan Rao and Pratichi Samal 
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elhi is certainly not the place to 
be in during summer. Soaring 
temperatures, with the mer- 
cury zipping past 44-degree celsius and 
frequent power cuts in areas such as 
Munirka, Rajender Nagar and Malviya 
Nagar-— where the ordeal lasts as long 
as 12-15 hours a day during the peak 
summer months of May and June, 
thanks to Delhi distribution companies 
(discoms) erratic ways—make days in 
India's capital a nightmarish experi- 
ence for the 10 million denizens who 
have continued to suffer every summer 
for decades. 

Unfortunately, no other Indian city 
fares better: without counting the hun- 
dreds of thousands of villages, which do 
not even have electric poles, an esti- 
mated 20% rural households do not 
have access to electricity (of the esti- 
mated 593,732 villages about 115,067 
villages in the country do not have ac- 
cess to power). 

In Kolkata, another major metropo- 
lis in the country, 2 million consumers 
are forced to endure power cuts lasting 
eight hours a day, which is worse than 
the two to three hours of cuts they had to 
cope with until last year. In Mumbai, 
the commercial eapital of the country 
and an aspiring international financial 
hub, though the situation does not ap- 
pear to be as grave, sensing the urgency, 
Tata Power, which supplies electricity 
to the city, urged Mumbaikars to reduce 
the use of air-conditioners, use energy- 
efficient bulbs and put computers on 
sleep mode to save energy. 

On the whole, nationwide, how bad 
the situation is can be understood from 
the fact that during peak hours supply 
shortfall could be as high as 25% in 
some parts of the country. The national 
average is, however, lower at 9%, though 
the figure touched 14% during peak 
hours last year —the largest shortfall in 
the last 10 years. Needless to say, the 
frequent power cuts have led to many 
shutdowns. ЈЕ is not surprising then 
that frequent surveys on businesses 
have cited power shortages as one of the 
main reasons for industrial sickness, 
far ahead of labor strike or mismanage- 
ment. And now, with the power deficit 








Fixing India's Power Woes 


reaching an alarming level, it is even 
threatening to derail the country's re- 
cent dramatic growth. 


Cancerous crisis 

India's power woes began three decades 
ago, in 1977, when politicians came up 
with the idea of subsidized electricity 
for farmers as a populist measure to 
woo voters. Subsequentlv, over the 
years, it has taken the more dangerous 
form of free power (for agriculture), as 
India's political masters dangled the 
carrot of free power supply in front of 
farmers to ride to power, never minding 
the fact that it would push the state-run 
electricity boards into financial bank- 
ruptcy; though states of Madhya 
Pradesh, Punjab and Tamil Nadu have 
abandoned the practice. Besides, an- 
other severe damage that is crippling 
the power sector is that of power theft. 
According to Reliance Energy's own sub- 
mission, every third of its customer in 
Mumbai lives in a shantytown where 
pilferage ranges from 15-70%. In other 
places like Amritsar, pilferers have 
found the new electronic meters to be a 
shot in the arm for them to indulge in 
power theft. Pilferers are able to jam 
these modern meters even from a dis- 
tance of more than 25 feet without tam- 
pering the meters or the wiring, much to 
the frustration of the Punjab State 
Electricity Board. 

According to the Central Electricity 
Authoritv (CEA), demand for power ex- 
ceeded by 7.3% (estimated) in FY 2005 
and 7.1% in FY 2004. In terms of total 
requirement and in terms of peak de- 
mand there was a shortfall of 11.7% 
and 11.2% during FY 2005 and РУ 2004 
respectively. Overall, the total deficit 
during the fiscal 2006-07 was to the 
tune of 13.8% or 13,897 MWipeak de- 
mand of 100,715 MW vs. 86,818 MW of 
peak met). The country current]y has a 
total installed capacity of 132,110 MW. 
Added to this, transmission and distri- 
bution losses were to the extent of 33%. 
Further, load shedding has become 
quite common in nearly all the states. 

During the 10% plan, the Acceler- 
ated Power Development and Reform 
Program (APDRP) was launched with 





| July 2007 | 25 





How realistic is the government's plan. of power for all’? 
e Anish: I think it's a big challenge, I don't think anybody 
m should expect that it wil! happen at ће current space of accu- 
 racy, particularly because of long gestation periods. It's not 
easy to construct power plants within a short time frame. 
There will be slippages and we will not be able to meet the 
_ ‘power for all’ target by 11" plan. That's the reality. 
. Rakesh Nath: In the 10" plan, 21,180 MW was commis- 
sioned against the target of 41,110 MW. The main reasons 
were delay in equipment supplies and erection by suppliers/ 
contractors, delay in teehnologica! tie-up for super critical 
technology by the indigencus manufacturers, non-availability 
of gas resulting in dropping and non-commissioning of some 
projects, and dropping of some projects in private sector due 
to non-achievement of financial closure and delays in clear- 
ances and investment decisions. 

We have analyzed the reasons for the slippages and have 
taken corrective action. Compared to the 10% plan, the pre- 
paredness for the targeted 11'^ plan capacity addition of 
78,506 MW has been much better. 

Projects totaling about 50,000 MW are currently under ex- 
ecution as against about 20,000 MW at the beginning of 11% 
plan. Eforts are being made to complete the ordering process of 





remaining projects during the year 2007-08. In view of the boom 

in construction of power projects and other infrastructure sec- 
tor, we are facing problem of equipment supplies, shortage of 
contractors, particularly civil contractors, and. shortage of 
skilled manpower. We are addressing these i issues. Some ma- 

jor equipment suppliers have taken steps to augment their . 
capacity. We have also organized an International Conclave of 
equipment suppliers, contractors, industry. associations and | 


training institutions on 4^ and 5" July, 2007 calling 1 upon them . 
to augment their capacities. Presently, there is no shortage of . 


finances but considering the huge investment required for _ 
transmission and distribution sub-sectors to transmit. and de- 
liver the additional electrical energy to the ultimate consumer, - 
financing may pose a constraint. The Government ог India has 
decided to constitute a high level committee headed by the 
Union Finance Minister to look at the financial issues. The 
committee is likely to complete its work in three months. 


What are the major factors that you attribute to the acute power short- 
age situation in the country? : 
Anish: The major factors are several including the ha that n 
the private sector has not come up to the extent that we expect | 

it to and a combination of poor policies which : are there, and 


an objective to reduce Aggregate Tech- 
nical апа Commercial (AT&C) losses 
anc reduc outages and interruptions to 
10%. However, it has failed to achieve 
this objective as AT&C losses continue 
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Fower Deficit: Status Quo Remains = 


to average over 35%, ranging from 18- 
62% across states. The loss was mainly 
due to theft and inefficiencies at various 
levels. As a result, SEBs suffered heavy 
losses and the rate of returns fell fur- 
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m Energy | Energy 

| Requirement. Mw ‘дону (MW) shortage(MW) shortage (%) 
2000-01 507216 467400 39816 78 
-2001 (2 522537 483350 39187 7.5 
_ 2002-03 545983 497890 48093 8.8 
2003-04 559204 519398 39866 7.1 
20040 591373 548115 43258 73 

46 631554 578819 52938 8.4 
2006- 07) 690587 624496 66091 9.6 


Source: Ministry of Power & CEA, India 
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ther to a negative 27.4% in 2006-07 
from a negative 24.8% in 2005-06. This 
has acted as a major deterrent against 
investment in new projects Бу SEBs. 

Besides, another concern is related 
to India's higher power cost when com- 
pared with other countries. According 
to estimates, power costs are higher by 
7496 in India than in Malaysia and 
39% more than in China. This has a 
major impact on businesses, particu- 
larly small and medium industiés. 
which have suffered on account of the 
massive power costs as well as fre- 
quent power cuts. According to esti- 
mates, Indian firms are losing output 
by 956 because of load shedding, which 
is much higher than that of Malaysia 
and China with just 2%, which just re- 
flects the worsening power scenario in 
the country. 
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also the poor paying capacity of the electricity board. Sec- 
ondly, State Electricity Boards (SEBs) are also not included; 
deficiencies are as much necessary which become segmented 
аз a problem. From demand side, we соша have had some 
relief, which has not happened. The third is deficit of faulty 
planning and policy, I think the wake up call should have 
come long time back; unfortunately people in power did not 
react. So, if we are heading towards this level 
of energy demand now, we should have 
planned 3 or 4 years baek to get this kind of 
capacity. Fourth is on the fuel side: the big 
problem is the coal mine allocation and re- 
source availability for shedding of power 
problem or linkages. The coal production grew 
at less than 4%. As coal being the mainstay, 
you cannot have 8% or 9% growth is intra ca- 
pacity when the principal yield is growing at 
less than 4%. АП these factors together have 
contributed to this kind of problem which is 
going to grow bigger as ycu go along. 

Rakesh Nath: The majer factors contribut- 
ing to the acute power shortage situation in 
the country are meagre or no capacity addi- 
tion from many states during last 10 years, high AT&C 
losses, inadequate availability of gas, and inefficient end-use 
of electricity. The agriculture sector, which consumes 23% of 
total energy, has an abysmally low efficiency usage of pumps. 
Study estimates indicate electrical energy saving potential of 
23% on account of energy conservation alone. In the 11" plan, 
there is a major thrust on capacity addition, reduction of 
AT&C losses, and energy conservation. 


Power for all: a mere rhetoric? 
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Nonetheless, the government is go- 


Since there is also high potential for alternative sources (like non- 
conventional sources of electricity generation), what initiatives from the 
government are needed to tide over the power deficit? 

Anish: On the non-conventional energy front (wind, hydro and 
solar), all of them are pretty much potential sources, some of 
them seem more expensive but others are not. Wind is now 
pretty much cost-competitive, even solar is becoming cost-com- 
petitive. If these work out, then there is poten- 
tial for meeting the deficit. These alone would 
not be enough, I think we need everything; we 
need thermal, hydro, gas, renewable, nuclear. 
All of them have to come and contribute in 
meeting the shortages. 

I think the Ultra Mega Power Project is a 
very good initiative from the government. It 
has been progressing well though there are 
some controversies regarding the project. It is 
progressing pretty well and the model is good 
as it takes away the risks from developers, 
helps them to keep their focus on project de- 
velopment, and gives customers good tariffs. 

You cannot have just one flagship 
scheme and then try to achieve everything 
from it. UMPP alone will not achieve everything for you; you 
have to do much more than UMPP. We need more generation, 
renewable and capital power. There are lots of options to 
meet the demand; the only thing required is to have large 
capital power. 

Rakesh Nath: Renewable energy sources constitute about 
6.8% of total installed generation capacity of the country. It 
has inherent advantages of low gestation period and partici- 


power, 30,000 MW of thermal power 


To tide over the crisis, which threat- 
ens to derail India's rascent fast- 
paced economic growth, the central 
government has launched an ambi- 
tious drive which aims at achieving a 
whopping target of 78,577 MW of elec- 
tricity zeneration during the 11^ five- 
year plan 2007-2012, which is almost 
four times higher than the capacity 
achieved during 2002-2007. It raises 
doubts given the government’s past 
track record. For instance, during the 
10% plan (2002-07), against the target 
— of 41,110 MW of electricity, the gov- 
ernment could manage only 23,000 
E MW ог 56% of the planned capacity 
additions. Prior to this, i.e., during the 
9% plan, only 47.5% of the planned ca- 
з pacity addition of 40,245 MW could be 
achieved. 
Шш 28 | Juy 2007 | 


ing ahead with its ambitious plan. A 
project of around 47,000 MW, which will 
include a mix of 14,000 MW of hydro 


Off the Mark 
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and 3,380 MW of nuclear power, is cur- 
rently underway and is expected to be 
ready in the next two years. In addition, 
about 9,000 MW that could not be 
achieved in the 10" plan would also be 
added during 2007-08, so as to reach 
the assured mark of 56,000 MW in the 
11^ plan. The total of 78,000 MW tar- 
get is planned as: 16,785 MW in 2007- 
08 (i.e., its first year of the plan); an- 
other 7,272 MW in 2008-09; 15,198 
MW in 2009-10; 16,970 MW in 2010- 
2011; and, finally 22,372 in 2011-12. 
And if everything goes according to the 
plan, by the end of the 11^ plan, the 
country can boast of an energy surplus 
of 5.6% and a peak time surplus of 0.6%. 

Electricity Act 2003 was a mile- 
stone and in a significant move to better 
reforms and tide over the demand and 
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of small entrepreneurs оп account of low investment 
ment in capacity building. The main development so 
oen in wind, small hydro, and bagasse co-generation 
have been found commercially viable. In view of the 
t demand and supply imbalance and anticipated 
th in demand, energy generation has to grow at 9% which 
ble only by conventional energy sources, as renewable 
ces have a low plant load factor. However, all encourage- 
ds to be given for exploitation of our huge renewable 
n the 11 plan, a capacity addition target of 
has been proposed for renewable sources. - 

e State Electricity. Regulatory Commissions 
в) have specified a minimum. percentage of energy con- 
um ption to distribution companies for sourcing from the re- 
| newable energy to encourage development of renewables. 

Utilities and SERCs have allowed banking arrangements 
a and open access to captive plants based on renewables to 
|. encourage development. of captive plants with renewable 
| nee. "This needs to be emulated in other states. 








i Private players hold a meager share of 12.9%. What reforms are 
з. needed? 

| : Anish: A few things are holding private investments back. 
ce One is the bit process. which is slower and not mature 
p enough. You are not allowing the policies to evolve. For in- 
p stance, the national electricity policy has been designed in a 
_ manner where other forms of generation — whether it is by 
the utilities themselves, or MOU-based project, or PPP- 
. . based projects—had to face bumpy regulatory approvals, 
and I don't think that was a wise measure. We should make 
| avenues for private sector investment. The bit process 





should expedite and. ч Бнын А come from outside | 
the bit processes also. You need to allocate fuel resources - 
better. Coal mines need to be allocated and then finally I _ 
think you need standard transparent contractual feme | 
work with typical work set. I ve 
The private sector is not compelled to come only tt rough | 
the competitor bid route. Now it is not necessary. Г don’ te 
think we should have any kind of restrictions and + natishow .. 
businesses are done. worldwide. Secondly, the con 7 actu | 
framework does not have the real allocation to the « : 
necessary; во, а lot of foreign players are not com 
cause they are not. happy with the contractual frame 
which is their specialty. Thirdly, the merchant power pi 
where there was some talk of the policy. and then it die 
down. Nobody was clear as to what is happening with the e 
merchant power plant: will they be given any coal mines _ 
Will they be allowed to have long-term contracts? There was D 
a lack of clarity and there were some conflicting signals. | _ 
Rakesh Nath: Capacity addition in the private sector is very + E 
crucial to meet our targets. The weakest link in the whole _ 
power supply chain is distribution which suffers from high _ 
Aggregate Technical & Commercial (AT&C) losses. The aver- | 
age AT&C losses are to the order of 34%. In some of the distri- 
bution companies, AT&C losses are above 40%. Due to. high | 
Transmission & Distribution losses (30%). and financial - 
losses (Rs. 221 bn in 2004-05 without subsidy) of State Power _ 
Utilities, the desired investment in the private sector has not | 
taken place in the past. Reforms in the distribution sector | 
covering technological and governance issues with a view to _ 
reduce AT&C losses to 15% should be the top priority of the _ 
State. A healthy distribution sector will attract more private y 



























supply gaps, government has amended 
it and has introduced Electricity Act 
2007 that comes into effect from June 
15, 2007. This amendment will now 


| Power(ing) Ahead - 
| Targeted growth (%) for the 11th plan 


2007-08, 21% | 





2011-12, 29% 
RE 


2008-09, 9% | 


1 
| 
t 


2010-11, 22% 
1 
whe 


| Source; CEA 2009-10, 19% 


acte t ttc mea emer imeem send dis idee PM tA ra о и ente 


| Chartered Financial Analyst | 


bridge the shortage gaps. According to 
the Act, no approval or license 13 ге- 
quired to set up captive power plants by 
individuals, groups and cooperatives. 
But there is a major hitch while supply of 
electricity generated from captive power 
plants to any distribution licensee has 
been delicensed, industry experts says 
that supply from captive power plants is 
only possible if SEBs adopt a strong dis- 
tribution franchisee model. 

Further, achieving such an ambi- 
tious target (of power for all) calls for 
huge investments. According to a 
Citibank report, *Electricity Sector in 
India - Status and Outlook”, to achieve 
the planned capacity, the power sector 
needs an investment of $200 bn over the 
next five years. Of this, investment 
about $90 bn is required for generation, 
an additional $90 bn for Transmission 


and Distribution (T&D), of which $15 
bn is needed for the power grid. Of this, 
the private sector is expected to invest 
$95 bn ($19 bn for generation and $6 bn 
for the national power grid). The bal- 
ance investment is expected from the 
state and the central sectors. The report 
adds that given the market opportunity 
and competitive positioning, India is an 
attractive destination for foreign com- 
panies. The action plan to revitalize the 
sector also includes setting up a power 
project management which is profes- 
sionally managed, probably headed by 
the Union Power Secretary. 


Apt policies: need of the hour 

To deal with the massive power losses, 
the government has identified the intro- 
duction of competition through ‘open. ac- 
cess’ to be a major help in the power sec- 
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investment. The enactment of the Electricity Act, 2003 has 
created enthusiasm in the private sector to add to the capac- 
ity. Provision of non-discriminatory open access addresses 
some of the concerns of the power sector. In the tariff-based 
competitive bidding of the two Ultra Mega Power Projects 
(UMPP3) of 4,000 MW each, we have seen good participation by 
the private sector. Execution of one UMPP has already started. 
The private зестог has also taken interest in the development 
of hydro power. Though in the 11% plan, 
10,760 MW capacity addition in the private 
sector has been programmed, a number of ad- 
ditional projects in the private sector are on 
the anvil and are likely to be commissioned 
during the 11* plan. 


Authority (CEA) 
Government of India 


Your Comments on Andhra Pradesh Power Distri- 
bution? 

Anish: Andhra Pradesh on the distribution 
end has taken an initiative and it has worked 
well. It is a question of whether there is a will 
to dc it without worrying about private or public sector partici- 
pation. But we must remember that Andhra Pradesh took sev- 
eral commercial measures which we normally don't expect 
from any public sector. They dropped the tariffs and the books 
were better balanced. They got lot more revenues and incen- 
tives in edge which is very good and all of this together has 
workec. Loss reduction is one dimension of this and it is more 
commercial in Andhra Pradesh. They can do much better. 


What is your outlook for the power sector in india? 
Anish: On the whole, the challenge is about meeting the de- 


Rakesh Nath 
Chairperson, Central Electricity 





mand. I think in the next 7-8 years, we will have a surplus of 
demand over supply. Now, if we manage to free up the captive 
power sector and the merchant power sector and things like 
that it would be helpful. However, much depends on how the 
policy shapes up in the next 1-2 years. 

I think we need more practical government policies and an 
overall oversight framework to ensure that capacity addition 
is much faster and much easier. So hopefully right from the 
top echelons of power to other levels, there 
should be a lot more practical initiatives to 
take the process forward. They need to 
make the necessary investments in technol- 
ogy, data processes, people capacity, and 
also better vigilance. All things put together 
can help. 

Rakesh Nath: I am optimistic about the 
future of the power sector in India. The Elec- 
tricity Act, 2003 has provided the frame- 
work for the accelerated development of the 
power sector. We expect huge capacity addi- 
tion in the next 10 years. The capacity addition is expected to 
be predominantly coal-based thermal power projects in pe 
and 12* plans. However, in the 12* plan, we can expect in- 
crease in share of hydro power as preparatory works on 
30,000 MW identified hydro capacity will be completed dur- 
ing the 11% plan. Commensurate capacity addition in trans- 
mission and distribution will be necessary to absorb the 
additional power generation. Reduction of AT&C losses will 
be a thrust area as sustained capacity addition will depend 
heavily on the financial health of the distribution compa- 
nies. We expect increased capacity addition in renewables 


tor. “We have to look closely at all regu- 
lations to ensure that there is ‘ореп ac- 
cess’ in transmission and distribution. 
State policy has to proactively encour- 
age utilization of the transmission and 
distribution corridors to ensure the free 
flow of power to any consumer who may 
be willing to contract for the power,” the 
Prime Minister said recently. On the is- 
sue of encouraging private sector par- 
ticipation, the Prime Minister said, 
“The key to attracting investment, par- 
ticularly from the private sector, lies in 
ensuring open ассезз to consumers. It 
will encourage investment. It will also 
put competitive pressure on the incum- 
bent utility.” 

The country also needs reforms in 
the area of electricity distribution. This 
is due to the fact that about 75% of the 
technical losses and almost all of the 
commercial losses occur at the distribu- 
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tion stage. “The quality of the power 
distribution network, for example, is 
poor with approximately 40-50% of 
power lost to the network due to power 
theft and transmission and distribu- 
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tion loss, resulting in inadequate capac- 
ity and frequent power outages," says 
Manish Agarwal, National Industry Di- 
rector, KPMG. According to a KPMG re- 
port, distribution losses are shown at 
$6 bn per annum only due to power 
theft. The Prime Minister said, ^Theft 
is the cancer of the power sector. We 
need to come down on it heavily as it is 
seriously affecting the financial viabil- 
ity of the sector as a whole." The KPMG 
report suggests introduction of tariff 
and distribution reforms to bring effi- 
ciency into the sector. 

The government is planning to pro- 
vide a boost to the distribution sector 
and proposes a new distribution mecha- 
nism that involves delinking the distri- 
bution wires business from the last 
mile business. Further, the T&D of 
wires would be handled by a new com- 
pany area-wise, and distribution firms 
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and reduction in energy intensity by improved energy effi- 
cieney in the industry, commercial establishment and do- 
mestie sectors as people become more conscious about glo- 
bal warming. We are also going to see very soon the estab- 
lishment of Power Exchange and increased activities in 
power marke: by power traded without long-term PPAs and 
consumers having wider choice to select their suppliers. 
There has been a marked improvement in grid frequency 
and voltage profile with the implementation of Availability 
Based Tariff (ABT). Our regional grids are more secure and 
reliable and grid disturbances and blackouts are things of 
past. In 2006, the Northern Grid was synchronized with the 
integrated Western, Eastern and North-Eastern regional 
grids thereby creating the large Central Grid having total in- 
stalled capacity of about 94,000 MW operating synchronously. 
The АП India Plant Load Factor of thermal machines was 
at an all-time high of 76.8% during 2006-07. The inter-re- 


gional transfer capacity has resulted in optimum utilization 
of surplus power available in some regions. The National 
Ста is expected to be further strengthened during the 11% 
plan with the inter-regional transfer capacity planned to be 
inereased to about 37,000 MW. 


Any other comments? 

Anish: The general message is that we need to work at two 
levels: at the demand side, we need to do much more work on 
the utilities to build the capacities. Control losses: become 
more efficient in operations; have better price signaling; all 
these have to come on the demand side. And on the supply 
side, we need to free up all avenues. We had a very good legal 
framework for 2006, but unfortunately, it was not well- 
implemented because there were some policy bottlenecks. It 
is necessary to work on those bottlenecks and have a proper 
framework. 


would be allowed to access the network 
and celiver it from the grid to the end- 
users. Regional power grid will be al- 
lowed to sell power to private distribu- 
tion firms and bill accordingly under the 
proposed mechanism. At present, the 
state-run power companies are the sole 
controllers of the grid and distribution 
netwcrk. Manish Agarwal, Director, In- 
frastructure Advisory, KPMG, India, 
opines, “The Open Access regime has 
the pctential to significantly relieve the 
capacity addition burden (either 
through capital er through contract) on 
the public sector, by transferring the 
generation investment risk entirely 
into the private sector.” 

While this mechanism sounds 
great, there are certain conditions to be 
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considered such as private players pay- 
ing the wheeling charges to the wiring 
company and maintenance charges of 
distribution to the government. Hence, 
whether the government's effort 
through the power distribution mecha- 
nism would yield results is not a cer- 
tainty if the past experience is any indi- 
cation. For instance, privatizing of dis- 
tribution was initially launched in 
Delhi and Orissa, but it yielded mixed 
results. Besides, no major global power 
is showing interest in India's T&D area. 


Attracting private investment 

The government's initiative in 1991 of 
encouraging the private players in gen- 
eration, transmission and distribution 
yielded no results. Because of the regu- 
latory bottlenecks only few private 
players have invested in building new 
power plants. “I think this is a serious 
issue that needs to be considered. Why 
are we unable to attract private invest- 
ment? Are there systematic or struc- 
tural issues that need to be addressed 
in order to make the sector viable and 
capable of providing decent returns to 
investors?” asked the Prime Minister 
in a recent conference on the Indian 
power sector. Experts say that in order 
to attract private investors, there is 
need for a clear policy framework in ar- 
eas such as pricing, market structure, 
foreign investments and exchange of 
energy products. 


Then there are concerns such as de- 
teriorating financial health of utilities 
with recurrent losses, regulatory un- 
certainty, high open access charges, 
pricing of surplus power grid support 
charges, renewable reliability issues, 
grid connectivity, fuel availability and 
price risks. Under these circum- 
stances, the investor needs to be pro- 
vided with mitigation by government. 
In response to these concerns, the gov- 
ernment is taking up proper steps such 
as trying to bring in greater transpar- 
ency in regulatory proceedings and 
multi-year tariffs, introduction of 
policy measures like National Elec- 
tricity Policy, de-blocking of coal re- 
serves held by the public sector, pri- 
vate participation through coal link- 
age/captive mines, enhanced coal pro- 
duction targets and advanced tech- 
nologies. However, the government 
needs to look further into aspects such 
as risk allocation between stakehold- 
ers, price volatility, capacity assess- 
ment of utilities, involvement of pri- 
vate parties for energy distribution 
and assessing the discoms' efficiency. 
Reforms in the distribution sectors 
have been taken with the introduction 
of the open access system. "Reforms in 
distribution sector covering technologi- 
cal and governance issues with a view 
to reduce AT&C losses to 15% should 
be the top priority of the state," says 
Rakesh Nath, Chairman, CEA, India. 
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However, Agarwal notes, ^Open access 
is largely seen as a threat, and not an 
opportunity. While many ofthe regula- 
tions have been put in place, there are 
significant implementation gaps— ad- 
dressing these will require (champions 
of competition’ in the electricity supply 
system." 


Beyond thermal power 

To meet its ambitious target of electric- 
ity for all by 2012, the government has 
plans to set up 46,520 MW of Thermal, 
Hydel (17,997 MW), Nuclear (3,160 
MW) and Ultra Mega Power Projects 
(36,000 MW). A look at the power gen- 
eration fuel-wise shows that coal has a 
major share of 55% followed by Hydro 
(26%), Gas (11%), Renewable (5%), 
Nuclear (2%) and Oil (1%). 

The second major fuel for power 
generation, hydroelectric power stands 
at 5% position in the world in terms of 
exploitable hydro potential. Thus far, 
only 17% of the potential has been ex- 
ploited and another 5% is under expan- 
sion, leaving a huge potential to be 
tapped. While the government is deter- 
mined to fully harness the hydro poten- 


tial, legal and pollution control boards 
are becoming bottlenecks for these 
projects. For instance, the hydropower 
policy has not looked into issues such 
as submergence of large areas involv- 
ing forest, ramifications of submer- 
gence, safety of dams, drinking water 
schemes, irrigation and infrastructure. 
These concerns have held back private 
sector investment. 

In the 11" plan, the government is 
pinning hopes on Ultra Mega Power 
Projects (UMPP) as an answer to 
India’s energy shortages. Experts con- 
cur that UMPP could yield better re- 
sults. “In the tariff-based competitive 
bidding of the two UMPPs (Mudra and 
Sasan) of 4,000 MW each, we have seen 
good participation by private sectors. 
Execution of one UMPP has already 
started,” says Nath. After a competi- 
tive bidding, the Sasan project was 
handed over to Lanco-Globeleq located 
in Madhya Pradesh and Mudra Project 
in Gujarat to Tata Power Company. 
Unfortunately, Sasan project has to be 
delayed due to Globeleq's with drawal 
from the project as it failed to meet 
qualifying norms. 
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Fixing India’s Power Woes 


Power Utilities 
Losses Galore (FY) 
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Nuclear energy is another area that 
the government is looking at to boost 
supply. Nuclear power offers another 
option to increase India's power genera- 
tion capacity quickly. A lot, however, 
would depend on the outcome of the 
country's ongoing negotiations with the 
US. If the fallout is positive, it could see 
the lifting of the global sanctions on 
India's nuclear energy program and 
open up significant commercial oppor- 
tunities for foreign power sector play- 
ers. However, a section of experts say 
that nuclear energy, which today ac- 
counts for a mere 3% of the total elec- 
tricity produced in the country, cannot 
be the solution to India's power woes, 
and that even a sustained focus cannot 
see its contribution going beyond 8-10% 
even by 2020. Thus, the country needs to 
focus on resources which could help it 
meet the power needs in the short-term. 

Apart from these, the government 
has also identified wind and small hy- 
dro as very much commercially viable 
energy sources, Renewable energy is an- 
other area where the government is 
keen to tap the potential. “It has inher- 
ent advantages of low gestation period 
and participation of small entrepre- 
neurs on account of low investment re- 
quirement in capacity building," says 
Rakesh Nath. He also adds, “All en- 
couragement needs to be given for the 
exploitation of our huge renewable re- 
sources.” 

Another concept that is being ex- 
plored now to end India’s power woes is 
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юс di isan enisi m initiative ling, pur- 
i сч by a number of utilities to bring in pri- 
_ vate sector participation in this area. 
0 Tariff reform is the other critical area to 
. ensure that the cash flews into the sector 
_ mee: the economic cost ef supply. The com- 
petitive pressure on industrial tariffs to re- 
duce (in real terms) is being felt by most 
_ states. However, inereasing the tariffs of 
 Subsidized categories remains politically 
| difficult. States need to assess the implica- 
_ tions and readiness needs to achieve the cross subsidy reduc- 
= tion target set in the Tariff Policy. The RGGVY scheme will 
increase the proportion of subsidized consumption —further 
_ underlining the need for rapid tariff reform (and а sustain- 
< able sabsidy policy). 
2А significant increase in “quality of supply and service" 
5 orientation of utilities is essential for both—loss reduction 
. and tariff reform-—initiatives to be successful. 


Manish Agarwal 
Director, Infrastructure Advisory 
KPMG India 








ud о on х е publie sector, by 
transferring the generation i inve: tment risk 
entirely into the private sector: Ho 
open access is largely seen as a i 
not an opportunity. While many of the 
regulations have been put in place, there are 
significant implementation gaps— address- 
ing these will require champions of competi- 
tion’ in the electricity supply system. Each 
state needs to have a clearer, and committed. 
road map for reform, including its targets for 
ensuring competition in generation/bulk sup- 
ply, and clarity on how the de-link between © 
fuel prices and electricity prices will be reduced over time. 
Investor interest in the power sector is very high, and a 
number of smaller capacity projects are likely to be added in 
the private sector. Large capacity private projects continue to 
require a winning competitive bidding process. In the imme- 
diate future, public sector investments and contracted pri- 
vate sector capacity will remain the path for large scale ca- 
pacity addition. 








'power trading. Currently, around 15 
GWh cf electricitv is traded every year 
and there are four or five large trading 
players. Further, the government is 
planning to set up over a dozen mer- 
chant power plants to generate 500 
MW-1,000 MW of power, open access 
and the plan to set up a power exchange 
will ај give a further leg-up to power 
trading. 

These plants fill different niches in 
the market: some provide steady sup 
plies to a power grid, while others fire 
up only when the demand is highest. 
The advantage of merchant plants for 
equity mvestors is that they can offer 
returns In excess of 20%, whereas long- 
term power purchase agreements limit 
returns tc 14-16%. "We are also going to 
see, very soon, the establishment of 
Power Exchange and increased activi- 
ties in the power market by power 
traded without long-term PPAs and 
consumers having wider cheice to seleet 
their suppliers,” says Nath. 
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Grand goal – hope lights up 

While there is a major focus on 
privatization of power distribution, this 
may not be the panacea for all prob- 
lems. In fact, one can draw a lesson or 
two from the state-owned Andhra 
Pradesh Transco (AP Transco)’s suc- 
cess. At the time, when the Central Gov- 
ernment was trying to overhaul the 
SEBs’ losses of more than Rs. 22,000 er, 
AP Transco met with significant suc- 
cess. For this state-owned entity, the 
hiteh was AT&C losses and the ineffi- 
ciencies in the system. To bring down 
losses, it made its employees account- 
able; something none of the SEBs would 
have dared to do. It also improved the 
efficiencies of the delivery system and 
service quality by carrying out monthly 
performance reviews at different levels 
of supply. “Month to month, we have 
been doing this without fail for five 
years," said Rachel Chatterjee, Manag- 
ing Director, AP Transco. The outcome 
of the state’s turnaround clearly reflects 


$ 

in the sharp reduction in losses from 
3796 in 1999-00 to 15.8% in 2005-06 
and rise in its collections by 100%. The 
most noticeable and admirable part is 
that this accomplishment has been 
achieved with no tariff increase, despite 
the fact that the state provides free 
power to farmers. 

Apart from such constraints, the 
state stood as the fourth largest elec- 
tricity consumer in the country and was 
rated as the top utility by CRISIL and 
ICRA agencies for the past three years. 
serving almost 18.5 million consumers, 
AP Transco has turned out to be a 
healthy and profitable SEB. AP 
Transco's example clearly underlines 
the fact that it is not the ownership that 
matters, rather good governance and 
apt policy reforms hold the key to suc- 
cess. Perhaps, this also holds the Кеу to 
India's grand goal of achieving access to 
power for а и 


~ Amit Singh Sisodiya and Kavita Putta 
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|  goremment needs to do. do. 


During the 10^ plan for pewer sector, the target 
of 41.000 MW fell short by 15,000 MW, while in 
April 06-07 there was a power deficit of 13.9%, 
in this backdrop, how realistic is the 
goverment's plan ef ‘Power for all? 

Here there are basically two issues: one 
essentially is about whether we can 
achieve the capacity; and second is, are 
we going to reach everyone. Talking 
. about the first ore, if you start off with 
. whether we will reach the capacity that is 
required, I think the one distinct change 
you must have noticed as against any of 
the previous plans is that the changed 
scenar:o and it comes from the Electric- 
ity Act 2003, which essentially enables a 
whole lot of private initiatives to take 
place. Imagine the recent amendments 
that further facilitate the capital genera- 
tion, which for a long time by many states 
= was not permittec. 

Open access is a phased retail cus- 
< tomer ehoice which is being given now, 
_ though there won't be much of result from 
ів beesuse itis a very phased plan. By 
_ 2009, а 20,000 MW industrial load can 
| hoose their own supplier in any state. 
_ Now these are very significant issues be- 
- cause, one, a lot of demand that is being 
_ added to the overall scenario is coming 
-from these large industries. They also 
suffer from significant disadvantages of 
not providing cross-subsidy. We also 
-know that a number of merchant plant 
-traders are setting up their own opera- 
_ tions and that capital capacities are be- 
- ing expanded. Even if you take NTPC, 
шы are setting up merchant plants to 














basically cater to this new demand that 
will come up. So, as we see a lot of private 
investment, a lot of merchant capacity, 
and a lot of stilt generation will come, 
which was not the case in the past MOU 
regime. So, a bulk of the capacity that is 
demanded by the industry is increas- 
ingly coming from these private and mer- 
chant sources. So, in that sense, the pres- 
sure to supply the entire demand, which 
was earlier on the government utilities, 
is now reduced. And to that extent they 


can focus on other issues. 


Coming to ‘Power for all’, there are 
two issues one is access and the second is 
payments. Access still is a problem be- 
cause in many states the basic rural net- 
work, the backbone doesn't exist. If you 
can't reach then it is impossible to sup- 
ply. There are many finer issues, even if 
we reach the backbone there may not be 
the last main connectivity in many 
places because the connection cost to set 
up utilities is still very high. What we 
need to do here is to further expand out 
input baseline, which is basically a local 
participation initiative where distribu- 
tion 1s locally managed There is a grant 
component from the REC under the 
Rajiv Gandhi scheme and with this the 
earlier stumbling block that is the in- 
ability to reach the last mile by a state 
utilitv can be resolved by local participa- 
tion and by increasing the number of 
people who will be able to reach them. 
And, of course, the grant money does help 
in providing the backbone. The final 


point on the payment is still a big con- 














cern, because essentially all these con- 
sumers will have to be heavily subsi- 
dized, and today the government has al- 
ready reached the limits of subsidizing 
any of these utilities. So, it is really a 
moot point whether we'll reach this tar- 
get that we have set for ourselves in 
terms of reaching the customers. I have 
no issue on capacity; but reaching the end 
customers is an issue because it needs to 
be subsidized. Now, it all depends on 
how many of them can be reached based 
on how well we are in improving the effi- 
ciencies in the rest of the system. For 
this, the utilities need to be far me re seri- 
ous and far more professionalized i 

basic business processes, Unl less, | 







e more par uid maria; gel 
and methods to bear upon ү } же 
troduce more technology, it will be 

difficult to get those. efficiencies ito the 
system and if we can't we доп” reach. all 
the consumers. At this point, there i is a 
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great deal of responsibility on the utili- 
ties to make this happen. 


What are the major factors that you attribute to the 
acute power shortage situation in the country? 
I think there is a serious issue in plan- 
ning. In many places, system planning 
really has not worked because regulators 
and now the utilities are very consciously 
trying to access and in fact most of them 
have played a conservative role. Of 
course, utilities have a long gestation be- 
fore they can implement new projects 
and in our system you have given the 
time it takes to put these projects in com- 
petitive mode and then design. So, it has 
obviously taken so much more time than 
we expected. What normally utilities do 
worldwide is to ensure that there is a very 
sound reserve margin. Now, of course, this 
is for various operating purposes; but 
there are cases where the demand spurts 
do take place, where people dip into the 
reserve margin. For instance, if the re- 
serve margin is 1896 they dip into it, al- 
though strictly speaking the levels are to 
be maintained for norm rating purposes. 
Still that helps, now we have very little 
reserve margin; in fact, in most places we 
don't have any reserve margin at all. 
Essentially, we failed to look at the 
system planning more comprehensively 
or realistically we should have done and 
ensured that system is able to maintain 
the reserve margin. We tend to plan 
these things practically hand to amount, 
and that is really not the way to plan 
these things because the gestation of 
these projects is very long. And there is 
also no more facilitation required as seen 
in some ofthe large projects that have got 
various reasons for delay which are more 
procedural. Hence, the policy-makers 
and regulators should bear upon them 
the need to get more focused. I think it's a 
more of a cultural issue that needs to be 
addressed, the main thrust should be on 


system planning. 


Since there is also high potential for alternative 
sources (like non-conventional sources of electric- 
ity generation), what initiatives from the govern- 
ment are needed to tide over the power deficit? 

Alternative methods have their own 
limitations—either on account of vari- 


ability or essentially they remain as sup- 
plies in local areas. While there are ben- 
efits, it also has its limitation. In terms 
of what the government is doing, the 
schemes that support renewable activi- 
ties are pretty sound and there are insti- 
tutions to do that. And we do see that a 
lot of investment has taken place. In fact, 
India and China are two of the largest 
investors in wind energy for example, 
and solar also is receiving a lot of invest- 
ment. As for India, I think the invest- 
ments are taking place, and in some ar- 
eas we have a leadership position. But 
we must understand that there will be 
limitations to that and what we can do is 
to gradually see to what extent we can 
mandate more renewable purchase. 

If we go back and look into the funda- 
mental issue of environment and climate 
change, I would say the bigger issue lies 
in the energy efficiency and demand set 
management. Today, we lose a huge 
amount of energy on account of poor in- 
stallations and the average age of the in- 
stallations in many states is absolutely 
high. They should have been replaced 5-7 
years back. So, they need to have invest- 
ments that need to go into T&D; more 
demand set management is necessary, 
in fact, particularly in rural areas where 
we are putting in Hard Energy Technolo- 
gies (HETs) and other systems and end- 
user efficiencies and those are again very 
significant, especially household and do- 
mestic consumption which is gallop and 
where unfortunately the prices are far be- 
low the cost of supply which they don’t 
give the right picture to the consumers. 
There is an incentive too, implement De- 
mand Side Management (DSM) meth- 
ods, their energy efficiency tools there to 
not mention in agriculture. If we are look- 
ing at that as a final goal rather than we 
have to make some investments enable 
so I would rather put money in energy 
efficiency DSM. 


Private players hold a meager share of 12.9%. 
What reforms are needed? 

This 13% that you see is more in terms of 
what power producers sell to utilities. 
This is a slightly misleading picture, be- 
cause if you take the totality of all con- 
sumers in the country and how much they 


source from private producers you'll 
know that large industries have their 
own source of supply, have set up their 
own captives and so on. And that strictly 
should also be counted, and if you do that, 
the proportion is far higher. If we take the 
estimates into account, roughly about 
24-25% should actually be coming from 
private players. What we are then look- 
ing is how we should enhance, because 
practically a large proportion has to come 
from them. As I mentioned before, this 
route will come through open access and 
it will have to be through various private 
and merchant investors in different 
places. What it means is that we need a 
lot of investment in transmission. Now 
that is something of a disappointment 
because we haven't invested enough in 
transmission. And we have rules in open 
access there already, and we need more 
investment there, and for that we need a 
basic framework to attract private in- 
vestment in transmission and now that 
should be aggressively taken. PCGL has 
already done it at the national level, but 
states need to do that. One or two states 
have got into private transmission or 
other joint ventures but other states 
need to do a lot more in regard to trans- 
mission networks. What we also need to 
do, secondly, is to ensure that the basic 
rules for open access are far more liberal- 
ized. Many states have set stringent 
rules for open access; the surcharges are 
so high in many states that there is re- 
ally no benefit for any private person to 
really supply or any industry for that 
matter to buy from them. There are glori- 
ous exceptions; for example, 
Maharashtra has set very low sur- 
charges—any body can supply to any in- 
dustry. I think that is a brilliant ap- 
proach. Of course, while there is a finan- 
cial implication etc., states need to take 
a larger view of the picture. If the supply 
is not there, the industry moves else- 
where. According to a recent global utili- 
ties survey, it's a global phenomenon and 
many companies have recently shifted 
from the US to the Middle East. These 
companies were essentially looking at 
the net energy cost, and companies will 
move if the net energy costs are not at- 
tractive for them. So the states have to 
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take a broader view of the picture and of 
the investments, and ensure that basic 
facilities such as water, power, etc. are 
available to the people of their states. 
That obviously also simplifies the 15- 
sues on open access. There are also a 
number of non-tariff barriers which 
should be studied and eliminated. If 
these things are done, yes, definitely the 
open access will be successful and the 
capacity will be met. 


A major part of the power generated is wasted 
in thet and loss during Transmission and 
Distribution (T&D). How can SEBs handle this 
problem? 

This is, of course, not a new issue at all. 
But the response of many states has 
been very disappointing. Even though 
some states have restructured the elec- 
tricity board and put distribution com- 
panies in their place, they have not 
taken the subsequent steps that are ex- 
pected of more focused and decentral- 
ized сстрашез. These companies, obvi- 
ously have interface points, and they 
can clearly monitor what their net 
losses are and take the necessary steps 
to address this issue. While there are 
improvements in the situation in some 
states, for example, AP and Delhi, much 
needs to be done in this regard. The fun- 
damental issue of addressing the theft 
and other technical losses still remains. 
Many countries, including several Latin 
American countries have taken a very 
aggressive approach towards the issue. 
By putting a robust set of business pro- 
cess, they basically track every element 
of business scientifically. 
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Secondly, they have invested hugely 
in terms of technology. They have 
mechanized a number of places so that 
practically all the electrical divisions 
get the complete picture as to what is 
their interference point energy, output 
and losses. Today, if you ask any utility 
they do give this information, but this 
comes through a very laborious manual 
process which means that you can be 
sure that somewhere there can be some 
mistakes. Hence, the whole process 
needs to be automated and you need to 
invest huge amounts in technology for 
this. If we take a worldwide look at the 
amount invested by utilities in technol- 
ogy, it is just 2-3% of revenues. We invest 
barely in technology. 


The government investments in the power 
sector is around 36%. Despite this big major 
investment, the performance of the power 
sector is poor. What is its impact on 
the growing GDP? What kind of steps the 
government needs to take to overcome this 
crisis? 

That is where we are making a funda- 
mental mistake of assuming that the 
investment actually translates into re- 
turns. How to manage is the key; in ad- 
dition to investments, you have to man- 
age the process well and in this case, the 
basic management of the utilities has 
been far from satisfactory. And the rea- 
sons are: insufficient professional input 
mismanagement and negligible invest- 
ment in business processes and new 
technology. And unless we invest in 
business processes and new technology 
and bring in professional managers, 
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most of the people will go to the private 
players and it will be very difficult to get 
them back here. We are pumping in 
more money, but the conversion of the 
same into benefits will remain less 
than satisfactory unless we address 
this fundamental issue, i.e., the process 
of converting money into value. 


What is your outlook for the power sector in 
India? 

I think a lot of ground work has been 
done. This has not been easy in our sys- 
tem, because there are a number of 
vested interests. There are people who 
don't want the changes to happen be- 
cause of the benefits they stood to enjoy 
in the old system. But through a lot of 
consultative process, the basic founda- 
tions have been set. In two or three ar- 
eas, we need more improvement: we 
need a lot of speculatory improvements 
to take place; we need education; and 
the management in business processes 
has to improve. And, of course, the pri- 
vate sector is here to stay. We had ear- 
lier basically two companies who are 
bidding for all the projects, but now a 
huge number of them and the foreign 
investors are coming in. 

So, we do have a number of people 
who are very keen to be involved in ad- 
dressing this issue. The fundamental 
difficulties of management and busi- 
ness processes are to be addressed. You 
have the investors; you have the basic 
framework; all are very positive, but we 
do need to tie the loose ends.m 
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Ш BUSINESS ENVIRONMENT 


India's Family-Managed Businesses 


Of Family Feuds and Power Struggles 





Many family-managed business empires in the country have disintegrated. 
What has gone wrong? 








ily business feuds have been 
hitting the news headlines regu- 
larly for quite sometime now. In 
fact, in the last two decades, India Inc. 
has witnessed more than 20 business 
feuds. Leading business groups such as 
the Modis, the Dalmias, the Birlas, the 
Goenkas, and the Ambanis, with Bajaj 
being the latest entrant to the list, have 
all witnessed painful inheritance 
battles. As a result, today, many of 
these family empires that once ruled 
the Indian business landscape have 
disintegrated. 

Aceording to past research, nearly 
one-third of family businesses don’t 
survive the transition from the first to 
the second generation. The drawbacks 
are too many to count, but the common 
pitfalls include succession battles, sib- 
ling issues, poor cecision-making, resis- 
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tance to change, business acts leaning 
towards family, inability to change with 
the changing business environment, etc. 
On the positive side, however, while 
most of the family businesses end up in 
disintegration, its impact is neverthe- 
less incredibly favorable on the 
economy. According to estimates, fam- 
ily-owned businesses generate about 
75% of the overall employment and con- 
tribute approximately 65% of the 
country's GDP. Besides, they also enjoy 
close to 71% of the total market capi- 
talization in the country. Another inter- 
esting fact is that they even rule the 
stock market with 15 of the 30-scrip 
benchmark index, Sensex, belonging to 
family-owned businesses. Also, in NSE, 
there are more than 25 family-owned 
businesses in the 50-scrip benchmark 
index. 


Disintegrating dynasties 
India Inc. has seen several family busi- 
ness splits, most of them have been 
high profile break ups. Post-liberaliza- 
tion, some of the groups have managed 
well and others not so well. For in- 
stance, the Modi empire that spanned 
across industries from textiles to com- 
modity manufacturing was split among 
five Modi siblings. Its businesses span. 
This family feud then led to court 
battles, which resulted in loss of focus 
and finally led some of the business 
units getting sick that were eventually 
closed or sold off. However, Modi's dis- 
integration did not turn out to be an 
eye-opener for many family businesses 
which continued to commit the same 
mistake. Another case is that of the MP 
Birla Group. The billion rupee business 
is now witnessing fierce court battle be- 
tween MP Birla family members on the 
one side and RS Lodha (an outsider) on 
the other fighting for the control of the 
company. The impasse is the result of 
the late Priyamvada Birla's will, giving 
control to an outsider RS Lodha in vari- 
ous MP Birla Group companies. Much 
before these came into limelight were 
the feuds at family-owned businesses 
that included groups like the Dalmias, 
the Sarabhais, the Mafatlals, the 
Shrirams, Walchand and Ranbaxy. 
Among the recent family feuds was 
the one involving the Reliance Group, 
once a vast conglomerate, which wit- 
nessed simmering rivalry between the 
two Ambani brothers after the death of 
its founder and patriarch, Dhirubhai 
Ambani, which finally led to the divi- 
sion of family businesses, with Mukesh 
Ambani taking charge of its flagship 
Reliance Industries and other petro- 
chemicals operations and Anil Ambani 
getting the group's power-utility, finan- 
cial services and telecom services busi- 
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_ Indian family businesses are facing more 









m the backdrop of disintegration of family 
.. businesses in India, what are the major reasons 
= for family businesses ending in separation 
- plans? 

© The answer to this question is twofold. 
<. There are business reasons and there are 
family reasons. Many Indian business own- 
ing families have built conglomerates with 
sometimes highly diversified businesses. 
Due :o liberalization and globalization, 


a competition not only frem foreign compa- 
nies whieh have entered the Indian market 





Albert Jan Thomassen 


What, according to you, are the biggest iroubles in 
те present form of family businesses that lead to 
conflicts? — 
The main reasons why conflicts а arise are: 
» Lack of communication skills within the 
family to deal with conflicts; and 
› The absence of proper governance struc- 
tures and processes to involve key stake- 
holders to make decisions and to have a 
platform when conflicts arise. 

Good family business governance is the 
prerequisite for business owning families 
and run their businesses finaali to over- 





but also due to further developmert and Associated with he FAR come conflicts. 
| ate ee aeos Business Consulting Group, 
^. professionalization of Indian firms them- USA Faculty 


> selves. But there are also family reasons. А 
_ united family where the eldest son assumes 
c leadership respcnsibility in the family and 
_ inthe business, with the other family mem- 
_ bers sharing responsibilities, is the time- 
. testec way to prevent disintegration. But nowadays this 

< prineiple of primogeniture is not a leading principle any- 
. more. Children are better educated. Daughters no longer ac- 
cept that they can't put their education into practice and 
. makea valuable contribution to their family business or the 


_ family business of their husbands. Inefficient family mem- 


_. bers in responsible positions in the business are not ac- 
-cepted any longer by talented non-family managers. When 
|... conflicts arise, the easy way out is to separate. But it's not 

always the bes: way. Neither for the family nor for the busi- 


(family business governance), 
TiasNimbas Business School, 
The Netherlands 





How do these feuds affect the company and 
shareholders? 
I can give you an example. А father had 
three sons working in the business. He 
knew they could not get along well for long. 
He diversified the business and created three divisions, 
each headed by a son. With his seniority he ensured that 
conflicts did not affect the company. He even ‘rectified’ the 
mistakes made by his sons without informing them. Then 
the father suddenly died of a heart attack. Within one year 
the whole company was bankrupt. The sons just did not have 
‘the will and the skill’ to make it work. And they never learned. 
A conflict is a crisis. And a crisis is an opportunity to 
change. But emotions, traditions and stubbornness to stick 
to what has been agreed upon can get in the way of making 





_ Bess. 


nesses. The latest to join the list is the 
Bajaj family. Sibling rivalry in the 
Bajaj family has created problems for 
the petriarch Rahul Bajaj and has re- 
sulted in uncertainty in the market, 
with a slew of big brokerage houses, in- 
cluding the foreign ones, downgrading 
the steck. 


Ownership vs. Management 

Most family businesses in India are no: 
only controlled by promoters but alse 
managed by family members. This 
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conflict an opportunity. When this happens, business and 


raises some serious issues. The major 
issue is that of ownership, where the 
promoter genuinely believes that busi- 
ness is an extension of family property 
that will give them the freedom to take 
decisions. In such cases, the existing 
owner generally fails to separate owner- 
ship from management. However, in the 
family-owned businesses in the west, 
the family owns the controlling shares 
but hires professionals to run the busi- 
ness. For instance, Wal-Mart has the 
Walton family with Walton as Chair- 


man and a team of professionals headed 
by an outsider, Lee Scott, as CEO. 
However, there are some examples 
where family members have success- 
fully managed the empire without any 
signs of rivalry or feud among them. A 
few sterling examples include the 
Godrejs, the Daburs, the Murugappas 
and the Tatas. In the case of the Tatas, 
the group chairman, Ratan Tata has 
initiated measures to restructure his 
empire by reducing the total number of 
group firms for easy control. In fact, a 
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owners suffer. № not in the short run, as the example above 
demonstrated, then in the long run where the next genera- 
tion may manage to run the business for a while, but not 
with any focus or goal. And their children then grow up in an 
environment where doing business apparently is more of a 
burden than an opportunity and responsibility that can pro- 
vide pride, fun and business success. 


While 95% of the registered firms in India are family businesses and 
they contribute a major part to GDP, only 3% of these businesses could 
survive into the third generation. Your comments? 

It is normal that not many companies survive over decades. 
That's the business dynamics of every economy. Companies 
come and go. Having said that, a research in the Netherlands 
showed that the average age of a non-family business is 35 
years while the average age of a family business is 60 years. 
For family firms to survive over generations is a special chal- 
lenge. The dream and the entrepreneurial drive of the founder 
have to be developed further by every generation. For ex- 
ample, when the third generation is about to takeover the 
business, they have to agree on important questions like: 
*What is our ambition with this company?" "What can we, as 
family, contribute to the prosperity of the business?" "How 
can we constructively manage conflicts and adopt a ‘business 
first' approach? 


What kind of strategies do family businesses require to avoid conflicts 

or handle business feuds? 

» Adopt a ‘business first’ approach and ensure that it is 
given precedence over the ‘family first’ approach. Family 
interests are important but only if they contribute to the 
continuity and prosperity of the business in the long run. 

р Have а sound business strategy. 

Develop proper governance structures and processes to 
make decisions, discuss and handle disputes. 

р Adopt a clear ownership strategy which includes the vi- 
sion of the owners and covers issues such as, risk and 
diversification, growth, liquidity and the needs of the 
company and the family. 


India's Family-Managed Businesses 


› Develop a family protocol under which the family agrees 
on certain principles such as: the relationship between 
the family and the business, values, succession rules, 
next generation entering the business, and who decides 
on what. 

› Adopt the principle of fair process: allowing stakehold- 
ers in the family and the business to have a voice, asking 
for their opinion and expectations, and providing proper 
information to be able to make sound business and fam- 
ily decisions. 


When compared to the global family businesses, how different is the 
corporate governance in India? 

The development of family businesses in India can be com- 
pared with that of the other developing countries like Bra- 
zil and Mexico, where families traditionally have good net- 
works in the business and political world. The economic 
growth and the liberalization processes that happened in 
these countries, like it has in India, created more competi- 
tion and forced the family businesses to come up with effec- 
tive strategies to keep their companies afloat. One aspect 
that families realize is that they have to attract and keep 
talented non-family managers, especially if the family has 
not enough potential themselves. Keeping outside talent 
requires governance structures, e.g., boards, family coun- 
cils, owners' councils, family protocol, governance protocol, 
that keep the ultimate control with the owning family but 
allows non-family executives, non-family shareholders 
into the ‘domain of power and influence’. Global family 
businesses follow this path and more and more of it is be- 
ing adopted by other family firms including in India. But 
those family firms also have another thing in common: they 
adopt best practices from family firms all over the world 
which they learn by meeting other family firms e.g., 
through the Family Business Network, the world's leading 
network of business owning families, promoting the suc- 
cess and sustainability of family business. But in the end 
they adopt a solution which suits their own specific family 
and business needs. 


key reason for Tata's success is that it 18 
not run by the family but by a team of 
professionals. Similarly, the Godrej 
group opted to hire professionals for 
running its group of companies. The 
Dabur India group has undergone the 
transition from family business to pro- 
fessional management while retaining 
its founder's legacy and tradition. It has 
redefined the roles of family members 
and also put in place a tier of experi- 
enced non-family managers to manage 
business units and functional areas. 
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The Chennai-based Murugappa group 
is another example of a family-owned 
but professionally run business empire. 
Its strong corporate governance system 
and its loyalty to business ethics have 
helped it continue the business even in 
its fourth generation. Recognizing its 
continuity, value creation and change 
management, IMD Switzerland se- 
lected the Murugappa Group for the 
Distinguished Family Business Award 
2001, the first Asian family business to 
receive this award. 


There is no harm in inducting family 
members or siblings into a family-run 
business if the candidate is capable 
enough to contribute with his skills and 
experience to improve the business. 
However, such inductions should be 
made through proper channels after 
taking the board and the shareholders 
of the company into confidence. Take foi 
example, the manner in which Rishac 
Premji, son of Azim Premji of Wipro 
was inducted into the company. Thougt 
Rishad is the son of the company Chair 
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Femily Empires: Breaking into Pieces 
Group Founder Year of Split 








Thapar Karam Chand Thapar 1962 


дека Mafatlal Gagalbhai 1979 


Dalmia Ramakrishna Dalmia 1981 


LMW G Kuppuswamy Naidu 1983 


Birla Baldeo Das Birla 1986 





BharatRam Bharat Ram 1989 


P 


Modi Gujar Mal Modi 1992 





Walchand W and L Hirachand 1993 


Pais T Ramesh U Pai 1993 


Chhabria Manohar R Chhabria 1993 


Mittal Moham Lal Mittal 1995 


Walchand Bahubali Gulabchand 1996 


1997 


5 


ML Bhartia 





Dhirubhai Ambani 2005 


Reliance 


Source: he Financial Express, 2007 


man and has a degree from Harvard 
Business School and a few months' 


committee. After a gruelling session in 
which three independent directors 
closely examined Rishad's educational 
qualifications and experience, he was 
inducted into the company as a man- 
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ager in the banking and financial ser- 
vices vertical. 

Instances such as this signal the 
marked change in the way family- 
owned businesses are dealing with 
transitions. The instance cited above is 
something similar to that of Wal-Mart. 
Though the Walton family is a part of 
the management of the company, it has 
opted for the services of a professional 
CEO to run the affairs of the company. 
As Albert advises, "Adopt a ‘business 
first' approach and ensure that it is 
given precedence over the 'family first' 
approach. Family interests are impor- 
tant, but only if they contribute to the 
continuity and prosperity of the busi- 
ness in the long run." 


Governance is the key 
Develop proper governance structures 
and processes to make decisions, discuss 
and handle disputes. 
— Albert Jan Thomassen 


Lack of corporate governance also 
sometimes results in low or no sensitiv- 
ity on the part of the family-run busi- 
nesses towards the interest of external 
stakeholders. Many experts have em- 
phasized that such businesses need to 
work hard on this front. Some of the 
benefits from better accountability and 
transparency include the ability to at- 
tract high quality people who are good 
at decision-making and building a high 
level of competitiveness within organi- 
zations. Corporate governance is about 
making management more accountable 
to shareholders. The management's ac- 
tions should always be geared to meet 
the interests of the shareholders. 

Every business organization has a 
unique set of challenges and problems. 
The family business is no different. 
Many of the problems that exist in the 
professionally run businesses can be 
exaggerated in a family business. Suc- 
cession planning is one among them. 
For instance, most of the families do 
not put in place a proper succession 
pian in advance, which often leads to 
severe conflicts and painful divisions. 
In fact, in the past, many family-run 
businesses were doomed owing to 


feuds among family members. Com- 
menting on the need for professional 
management, Albert Jan Thomassen 
of Family Business Consulting Group, 
USA, and a faculty (family business 
governance) at TiasNimbas Business 
School, Netherlands, says, *One aspect 
that families realize is that they have 
to attract and keep talented non-fam- 
ily managers, especially if the family 
has not enough potential themselves." 
The key for successful family busi- 
nesses lies in well- defined roles for the 
family members with proper succes- 
sion plans and appropriate applica- 
tion of best business practices. 

Indeed, some of the world's largest 
family businesses from Wal-Mart to 
Ford Motors have all faced significant 
challenges of continuity, longevity and 
ultimate success. “The development of 
family businesses in India can be com- 
pared with other developing countries 
like Brazil and Mexico where families 
traditionally have good networks in the 
business and political world,” says 
Albert. Hence, India is no different from 
the other developing nations. However, 
the critical factors and issues related to 
family business should be taken care of. 
Vital areas to be focused are bringing 
outside experts for managing the busi- 
ness effectively and initiating the pro- 
cess of implementation of formal plan- 
ning. Albert opines, “Keeping outside 
talent requires governance structures, 
e.g., boards, family councils, owners 
councils, family protocol, governance 
protocol, that keeps the ultimate con- 
trol with the owning family but allows 
non-family executives, non-family 
shareholders into the ‘domain of power 
and influence’.” “Global family busi- 
nesses follow this path and more and 
more of it is being adopted by other fam- 
ily firms including in India,” he adds. 
However, in the Indian scenario, transi- 
tion from a family management to pro- 
fessional management, while retaining 
the inheritance and traditions of its 
successor, is not that easy but not im- 
possible either.m 


— Amit Singh Sisodiya and Kavitha Putta 
Reference # 01M-2007-07-07-01 
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Ш CORPORATE STRATEGY 


Toyota 


On the Road to the Top 





As the one-time world leader General Motors wobbles, the Japanese 
automaker races to number one position. 





oyota, the most profitable 

automaker has now emerged as 

the world’s biggest carmaker. 
In 2006, it sold 2.5 million cars and 
trucks and forged ahead of the US- 
based Chrysler and is now in the pro- 
cess of passing another US auto major, 
Ford. For the second year in a row, 
Toyota emerged as America’s third 
most admired companies after General 
Electric and Starbucks. Being a Japa- 
nese company, it surprisingly turned 
out to become America’s most presti- 
gious automaker. It is not only leading 
the ‘Big Three’ US carmakers in terms 
of sales but also in understanding 
American car psyche. In fact, Japanese 
carmakers have been boosting foreign 
sales and making gains in the US, the 
world’s largest car market. 
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The US car industry was dominated 
by the Big Three, GM, Ford, and 
Chrysler both in the US and worldwide. 
Fifty years ago, GM alone produced half 
the cars made in the US, employed 
500,000 workers, emerged as a power- 
ful company and even had an influence 
over the government. However, from the 
1980s, its market share plummeted 
and further it was hit badly by the oil 
crisis and the rise of Japanese imports. 
The market share of the big three de- 
clined dramatically, while the Japa- 
nese players like Toyota are racing for- 
ward by producing more environment- 
friendly and reliable cars. While GM 
and Ford are cutting thousands of jobs, 
closing plants and watching helplessly 
their financial rating decline, Toyota is 
building one new plant each year. 


Based on the stock market valua- 
tion, Toyota is now 10 times dearer 
than GM and has already overtaken it 
as the world’s largest carmaker, ending 
its 70 years of dominance. As per the 
latest data, Toyota sold 2.348 million 
vehicles in the first three months of 
9007 against GM’s 2.26 million cars 
and small trucks sales. In today’s glo- 
balized world, automakers have to com- 
pete at the global level and have to 
build and sell cars all over the world. A 
big player like Toyota is no longer con- 
fined to its home market. In 2006, GM 
produced more cars abroad than in the 
US. Toyota and GM are competing bon- 
net to bonnet in the key markets of the 
future like China and India. 


Advantage Toyota 

Compared to the Big Three, Toyota is in 
the comfort zone. Strategically, it was 
in a good position with its small cars 
when the first oil crisis took place in the 
1970s. Toyota is producing dominant 
cars from its highly efficient production 
system led by an efficient assembly 
line. It has built a reputation for tech- 
nological leadership as well, most nota- 
bly with the hybrid and fuel-efficient 
cars, such as the Corolla and Yaris and 
gas-electric hybrid Prius, which became 
big hits because of surging gas prices. 
Whereas, GM has been forced to scale 
back production in some regions to 
tackle a turnaround. At this juncture, it 
is a historic moment for Toyota as it 
has surpassed GM in sales. 

Professor Peter Morici, School о! 
Business at the University of Mary- 
land and former Chief Economist а! 
the US International Trade Commis 
sion, says, “Toyota enjoys much lowe 
labor costs in the US and benefi’ 
from an undervalued yen for ca 
made in Japan. In the US, this com 
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Economic Bene 
- From Eco-friend. 


Audited Financial Results for the three months 
(IV Quarter) period ended 31st March, 2007. 


(Rs. in crore) 


Nine 
months Quarter Quarter Year Year 
ended ended ended _ ended ended 
31-12-06 31-03-07 31-03-06 31-03-07 31-03-06 
1. Net sales / Income from operations 2817.66 1,368.18 1,141.85 4,185.84 3,710.92 
2. Other Income 250.07 104.62 75.72 354.69 199.93 
3. Total Expenditure 
а) Increase(-) / decrease(*) in stock in trade -7.42 13.91 27.25 6.49 -4.42 
b) Consumption of Stores & Spares 109.42 48.04 53.52 157.46 149.71 
c) Staff Cost 139.24 58.56 40.13 197.80 180.30 
d) Selling Expenses incl. Freight outward 169.23 122.76 131.27 291.99 458.60 
e) Other Expenses 186.84 121.62 87.49 308.46 242.84 
Total 597.31 364.89 339.66 962.20 1,027.03 
4.Interest - - - - - 
5. Depreciation 41.91 38.11 29.64 80.02 113.69 
6.Profit (+) /Loss (-) before Tax (1+2-3-4-5) 2,428.51 1,069.80 848.27 3,498.31 2,770.13 
7.Provision for Taxation - Current Tax & FBT 820.58 349.38 272.80 1,169.96 936.00 
- Deferred Tax -1.27 9.41 21.09 8.14 6.33 
8.Net Profit (+)/ Loss (-) (6-7) 1,609.20 711.01 554.38 2,320.21 1,827.80 
9. Paid-up Equity Share Capital 132.16 132.16 132.16 132.16 132.16 
40. Reserves excluding revaluation reserves - - - 5,068.77 3,882.32 
11. EPS for the репос 121.76 53.80 41.95 175.56 138.30 
(Not Annualised) (Annualised) 

12. Aggregate of Non-promoters shareholding | 
- Number cf Sheres - - - 2135154 2135154 
- Percentace of shareholding 1.62 1.62 


1. Аз per directions of the MP Pollution Control Board and the Empowered Committee 
remained suspended during the year. Considering thecontinuing uncertainty in resump 


mpairment of assets of the Project and provided for impairment loss of Rs.22.24 crore for the current year 2006-07. 


2. As На company ^as not received any investor complaints til! date, the number of investor complaints received, disposed of and lying unresolved at 


quarter ended 31stMarch, 2207 be treated as "NIL". 


4. Tne Board of Directors has recommended a dividend of 352% on Equity Share Capital of the company for the Financial Year 2006-07 inclusive of interim 


dividend of 267% paic during the year. 


4 Tha above results were reviewed by ће Audit Committee at its meeting held on 30th 


meeting held оп ЗобуМау, 2007 at Hyderabad. 


of the Hon'ble Supreme Court, the activities of Panna Project 
tion of the operations, the company has assessed the position of 


May, 2007 and taken on record by the Board of Directors at its 


5 The above Financial Results are subject to audit under section 619(4) ofthe Companies Act, 1956 by the Comptroller & Audit General of India. 


(A Government of India Enterprise) 
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Segment-wise Revenue, Results and Capital Employed 












1g 115 Under Clause 41 of the Listing Agreement — 
cords | months ended months ended ended ^ ended. 
55 3 — 34-03-2007 31-03-2006 31-03-2007 31-03-2006 
Segment Revenue 
(net sale / income from each segment) 
a) Iron Ore 1,365.29 1,129.33 4,170.92 3,669.47 
b) Other Minerals & Services 2.89 12.52 14.92 41.45 
Total 1,368.18 1,141.85 4,185.84 3,710.92 
Less: Inter segment revenue 0.00 0.00 0.00 0.00 
Mron Ore) RS 
= Net Sales / income from operations 1,368.18 1,141.85 4,185.84 3,710.92 
Segment Results 
(Profit (+) / Loss (-) before tax and interest 
from each segment) 
a) Iron Ore 1,023.38 812.20 3,271.01 2,704.11 
b) Other Minerals & Services -25.17 -15.09 -47.41 -63.78 
Total 998.21 797.11 3,223.60 2,640.33 
Less: Interest 0.00 0.00 0.00 0.00 
Add : Other unallocable income 71.59 51.16 274.71 129.80 
net off unallocable expenditure 
Total Profit before Tax 1,069.80 848.27 3,498.31 2,770.13 
Capital Employed 
(Segment Assets-Segment Liabilities) 
a) Iron Ore 734.01 821.55 
b) Other Minerals & Services 6.88 50.84 
c) Other reconciliation items 4,872.49 3,000.59 
Total 5,613.38 3,872.98 
For and on behalf of 
National Mineral Development Corporation Limited 
Place : Hyderabad d 
ace : Hyder 
Date : 30th May, 2007 (B. Ramesh Kumar) 


Chairman-cum-Managing Director 
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to about $2500 per vehicle. The 
entry level and middle level market 
segments are very sensitive to price 
and vehicle durability. Toyota has 
been able to translate its cost advan- 
tage into vehicles with higher, more 
attractive content and longer life than 
GM." He further adds “Toyota’s 
Camry and Corolla, and derivatives of 
those cars, have been able to domi- 
nate their market spaces they set the 
standard others must follow and they 
establish the price thresholds." 


The journey into the US market 

In 1980, Toyota entered the huge US 
auto market with its small car. Today 
out of 2.5 million sales, only 28% are 


door. We have a ‘pull’ system, and we 
build them when they are ordered,” 
says Paul Nolasco, a company spokes- 
man in Tokyo. To maintain the quality, 
Toyota is spending $20 mn a day on 
R&D with a hope to develop new cut- 
ting-edge technologies. The company 
aims at boosting sales through aggres- 
sive marketing of its premium Lexus 
cars and is continuously looking to cut 
costs by merging more car components. 
Professor Peter says “Toyota is con- 
stantly looking for ways to lower costs 
and improve products. It translates 
most of the additional profits it earns, 
over GM, into better product design 
and additional capacity.” At GM, the 
executives vote themselves bonuses 


Toyota is securing a solid earnings base as its 
production methods are deployed worldwide and 
global demand shifts to fuel-efficient vehicles. 


small cars and 20% are large vehicles 
(SUVs). Of Toyota's 7 million global 
sales, 2.5 million (85%) vehicles are 
sold in the US alone. Its fuel-efficient 
vehicles have had to compete with the 
Big Three in every segment. At first, 
Toyota surpassed Ford in the US and 
now it has overtaken GM. Toyota re- 
ported a profit of about $12 bn in this 
current year, against GM’s loss of $12.4 
bn over the past two years. Despite its 
global loss, GM managed to hold its 
shrinking lead over Toyota in the US 
market, helding 23% of the market over 
Toyota’s 16%. However, Toyota has had 
huge marufacturing units, preducing 
more than half of its vehicles in the US, 
and recently it offered a seat in the 
Japanese board for an American. 
Toyota has had the smoothest ride 
in the industry, while its rivals 
stumble and struggle to cut costs. It 
focuses on being the number one brand 
and its goal is to sell quality cars. “We 
look at the results as simply a reflec- 
tion of hcw our products are viewed fa- 
vorably around the world. We don't 
just make them and push them out the 
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and the union demands more benefits 
and featherbedding at the first sign of 
profits. When compared to GM, Toyota 
offers cars to customers that are less 
expensive and less trouble to own, over 
the life of the cars. Professor Peter 
opines, “Toyota’s don’t break as much 
and perform well. GM vehicles require 
more repairs and don’t age well.” 

However, critics say that the major 
advantage comes from a weaker yen 
rather than from the quality of its cars. 
Even though Toyota is in the lead across 
the world, in China it lags behind 
Volkswagen and GM. It has been slow 
in some segments, because Chinese of- 
ficials were wary of granting Toyota per- 
mission to build factories. But now 
Toyota is expanding fast into the Chi- 
nese market. “It’s pretty easy for Toyota 
in China given Toyota’s brand image, 
the quality and the design of the cars,” 
says Yale Zhang, Greater China Vehicle 
Forecasts, CSM Asia Corp. 


The perfection 
For the Japanese major, perfection is 
always the target. It pursues perfection 


by starting with the ideal, then working 
backward, removing the hurdles in the 
way. Toyota’s strategic history shows 
that the company never makes undeliv- 
erable promises. Armed with cost and 
quality, Toyota is proud to say that its 
"Toyota Production System (ТРЗ) is the 
key for its success. Prof. Jim Matheson 
of Stanford University says “The pro- 
cess needs low-cost and quality, and 
Toyota is a role model example of how to 
use cost and quality to get on the play- 
ing field.” Its success has been helped 
by developing hybrid technology, fuel-ef- 
ficient models, cutting costs, boosting 
global brand image and having high 
morale and unity. Toyota implements a 
million ideas a year. The management 
sees innovation as a tool for removing 
organizational barriers. The ideas come 
from every level in the organization. In- 
deed, the quest for perfection is driving 
them to success in business. According 
to Kunihiko Shiohara, Goldman Sachs 
auto analyst, “Toyota is securing a solid 
earnings base as its production meth- 
ods are deployed worldwide and global 
demand shifts to fuel-efficient ve- 
hicles.” 

Toyota’s North American division 
continues to gain market share, rake in 
profits, have good relations with sup- 
pliers and retain an enthusiastic 
workforce with low-costs. It has very 
good supplier relations compared to 
other US-based companies. The Japa- 
nese carmaker has seven assembly 
plants in North America and is plan- 
ning to open another in Mississippi, 
while its rival GM is in downward fi- 
nancial spiral and hence planning to 
close its 12 North American plants by 
the end of next year. Despite its efforts 
to remake its lineup, GM’s sales have 
continued to decline in recent years ex- 
cept in China. However, it is trying to 
boost its overseas production. The 
company continues to be strong in 
China and its sale rose to 876,747 
units and is diversifying with a tre- 
mendous potential into India. How- 
ever, the company with its fuel-effi- 
cient vehicles is challenging the US gi- 
ant, GM in its native country even 
though GM offers more models. 


| Chartered Financial Analyst | 


M M — MÀ MÀ MM —— ÀÀ——————M a a танана ин 


However, GM and Ford have al- 
ready started initiating steps to take on 
Toyota's challenge. GM launched a new 
restructuring program in November 
2005 by slashing its workforce and cut- 
ting costs. And Ford has initiated bold 
and rational moves. It is putting its con- 
sumers into competitive vehicles to let 
them decide whose car is the best. The 
positive results led to a marketing cam- 
paign called the fusion challenge. As a 
result, there is a double-digit growth in 
sales when compared to a year earlier. 


Understanding the customer 
psyche 

Toyota achieves competitive advantage 
on the basis of its ability to learn more 
quickly and consistently than its com- 
petitors. It focuses more on value-based 
enterprise product strategy. “Another 
way to understand Toyota's system is to 
look at it as being value-based-being 
driven by the need to continuously de- 
liver more value to customer," Jim 
Matheson adds. Toyota's challenge is to 
train its production managers for the 
continuous expansion of its lines and 
maintenance of quality. In this process, 
they may have some challenges trying 
to handle the new products. Indeed, last 
year quality-related issues forced the 
company to recall about 420,000 ve- 
hicles globally, including hybrids be- 
cause it was found that some loose clips 
from the floor carpet were obstructing 
the accelerator pedal functioning. 


Caution! Go slow 

Also, Toyota has to overcome a string 
of problems. They include: ensuring 
quality and managing a sprawling net- 
work of manufacturing and sales. In 
spite of them Toyota plans to set-up its 
plants in the US, where it has to deal 
with labor-related issues, which its ri- 
vals are facing. The American patriotic 
feeling may put the Japanese company 
into troubles. The US native slogan 
"Wake Up America and Buy Ameri- 
сап!” challenges the company sales in 
US market. Toyota, however, has 





heavy pick-up. 


taken great pains to identify itself as 
an American company by building 
plants in the south. 

Toyota may face more challenges 
from its rivals in the coming days. 
While GM is focusing more on leverag- 
ing its global scale and scope, making 
itself a design-driven company, Ford is 
also introducing new retail and lease 
offers along with new challenge promo- 
tions. Professor Peter says, “American 
native slogan may not have much im- 
pact on Toyota." He further adds, 
"Thanks to big bonuses to executives, 


Toyota Motor 


Revenue 
in billions of yen 





FY2006 


—— Snurce: The company 
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Net profit 
in billions of yen 





Мою: Fiscal years and March 31 of year shown 


Toyota is having problems with becoming big. 
Vehicle quality has slipped in some places, and it 
has developed its own arrogance with the full size 


Toyota 


outsized fringe benefits for the United 
Auto Workers (UAW), poor product 
quality and just plain arrogance GM 
and the UAW have lost the loyalty of 
American car buyers. 

Americans are not protectionist in 
their buying habits, and GM executives 
and the UAW have lost the trust and 
loyalty of many younger car buyers.” 
Toyota assumed it could command the 
kind of premium it does on cars, and in- 
troduced too many vehicles with too 
many options, which only made its 
trucks too costly. Toyota has to earn the 





pick-up truck market, and it assumed 
otherwise. 


In top gear 
Toyota, which has grabbed the title The 
world’s largest automaker’, is now aim- 
ing to retain it in the future. However, it 
is not going to be easy to retain this po- 
sition. Currently, it is aiming to meet 
10 million sales by the end of this fiscal 
year. The task looks easy as the com- 
pany belongs to the Toyoda family who 
are the company's innovators. Auto 
analysts say, "Toyoda family members 
are credited with inventing just-in-time 
production to reduce inventory, and the 
philosophy of worker-empowerment 
called ‘kaizen’, allowing workers to keep 
improving production methods and 
hold the critical power of shutting down 
the assembly line at any time. 
Companies around the world, in- 
cluding those outside the auto indus- 
try, have adopted Toyota's methods. 
Universities, both in and outside Ja- 
pan, study the Toyota method." So, for 
a company which relies on innovation, 
the task of retaining the number one 
position may not be аі сиј. в 


~ № Janardhan Rao and B Suma 
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Reliance Retai 


Consumer Electronics Foray 





The Reliance juggernaut's foray into retailing of consumer durables could 


have the unorganized sector cn its toes. 


eliance Retail is at it again. Af- 

ter storming the food-cum-gro- 

cery retail market, the Mukesh 
Ambani-ownec retailing major is all 
set to create ripples in the consumer 
electronics retailing as well. It unveiled 
its pilot consumer electronics concept 
mega store in Ghaziabad in April this 
year. The latest foray is a part of the 
Group's plan to tap the country's $5.6 bn 
consumer durables market. while 
complementing its existing retail for- 
mat. The move also gains significance 
in the sense that this marks another 
initiative from the corporate world to 
organize consumer durables retailing in 
the country which has been dominated 
by unorganized players right trom the 
beginning. Videccon-owned ‘Next’, is 
probably India’s first corporate-owned 
consumer durables retail chain spread 
across the country. Given Reliance 
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Group's formidable reputation and pen- 
chant for size, its latest move is sure to 
galvanize the segment. 


Capitalizing on the retailing 
revolution 

Indian Retail landscape has undergone 
a radical face-lift in recent times and is 
now probably one cf the most attractive 
retail destinations in the world. The 
phenomenal growth recorded by the in- 
dustry in the last five years vouch for 
that. And going Ъу the government's 
projections, organized retail, which is 
dubbed as the next big thing after IT in 
India, is expected to grow to over 
Rs. 200,000 cr ($45 bn) by the year 
2010, creating 2.5 million jobs in vari- 
ous retail operations and over 10 mil- 
lion additional werkforce in retail sup- 
port activities including contract pro- 
duction and processing, supply chain 


and logistics, retail real estate develop- 
ment and management, etc. Currently. 
the organized sector accounts for 
Rs. 55,000 cr or $12.4 bn Gn calendar 
year 2006), accounting for 4.6% of the 
total market size of Rs.1200,000 cr 
($270 bn), according to the Indian Re- 
tail Report, 2007. However, the report 
projects that the trend will gather fur- 
ther momentum as it expects organized 
retailing to grow at the rate of about 
37% in 2007 and 42% in 2008. 
Another study by KPMG on Indian 
Retail market supports the fact that 
the “Indian Retail organizations need 
to be prepared for a quick sales up 
across dimensions of people, processes 
and technology in addition to identify- 
ing the right formats and value proposi- 
tions for the Indian consumer.” 
Reliance Digital is the second format 
of stores from Reliance Retail to be 
launched within six months of its foray 
into organized retail in India. The 
unique store concept is built around Re- 
liance Retail’s core philosophy — con- 
sumer-centricity and a hassle-free store 
experience. It is a one-stop shop offering 
a slew of products across categories, 
such as consumer electronics, home ap- 
pliances, information technology and 
telecommunications. The Group plans 
to cover about 70 cities. Each of these 
stores will be large format ones covering 
an area of 15,000 to 35,000 sq ft and will 
sell everything from TV sets to home 
theater to refrigerator to cooking range 
to dishwasher to computers and mobile 
phones—a wide assortment of products 
to cater to consumers' varied needs. "We 
are talking to a number of brands and 
the whole thing will be finalized in the 
next six months," said Ajay Baijal, CEO 
and President of Reliance Retail (CDIT). 
While this is one strategy to sweep 
across the retail sector at one stroke; 
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_ telecom retailing. To begin with, the size of 






This is a lo gical a diversification. within the 5 
о ambit of the Reliance Retail strategy of ca- 
__ tering to all market segments. Further, given 
the large sizeof the opportunity, we believe it 


t. | to be a кушу "ане business opportunity. 





| hati is your opinion about the scope of retailing in 
. the Consumer Durables and IT in India? 





ment in a given catchment along with after- 
sales service, finance packages and a com- 
prehensive loyalty program to differe 
its offering. Apart from this, we е shall en- 
deavor to give the customer, а trul; 
rable and relevant in-store experience. 

We believe that the market is large 
enough to accommodate multiple players 
within this space. | 








With this step ahead, can we expect Reliance (0 
launch ils own brand soon? 


- | Же believe that there is a very substantial Ajay Ваа We are actively evaluating the business 
| Opportunity in consumer durable, IT and Ма оа case for private label entries in this cat- 
| lance неа! p. 


... the market is very large. Secondly, there is 
|. tremendous scope for organized retailing in a sector that is 
.. witnessing very strong growth and increase in technical com- 
|... plexity because of the rapid entry of IT into the domestic seg- 


|. ment, convergence between entertainment electronics, IT and 


(orem. as well as rising incomes and affordability. 


~ with durable major Videccon being already present in the CDIT retail- 
_ ing market and even Tatas having already announced about their par- 
райо on in retailing, how would Reliance plan its strategies to take on 


| ве challenges from industry rivals? 


| * Reliance digital shall offer the most comprehensive assort- 





egory. We realize that unless we have econo- 
mies of scale in operations, it will not be 
possible to have a viable operation. We are mindful of the 
opportunity in this area and will certainly take advantage of 
it after opening some stores and stabilizing our operating 
model. 


What is your opinion about the business model of Reliance’ $ CDIT- 
Retailing chain? 

We are of the firm view that our business model of providing a 
one-step solution to the customer under one roof, particularly 
customer service and finance, is unique and will generate very 
profitable returns. 


Reliance is ready to give retail at the 
same time a classy touch. "Ме would be 
offering a host of value-added services 
like software downloads for our IT cus- 
tomers and airtime and accessories for 
mobile users" added Baijal. As one of 
its many efforts to win over its 
customer's faith, Reliance has planned 
to open a dedicated subsidiary 'Reli- 
ence ResQ' for all pre-sales and post- 
sales support. Besides, it would also of- 
fer common membership and loyalty 
across all its formats. It has introduced 
‘RelianceOne’ program which will 
allow users to cash in points for every 
purchase. 

Further, the Reliance Group has 
earmarked Rs. 27,000 er for its retail 
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business, with a substantial portion to 
be used for buy-outs. It recently ac- 
quired Adani Retail for a sum of Rs. 100 
cr. In fact, to bolster its retail venture 
with a robust backend and logistic man- 
agement systems and to offer products 
at a competitive price, the company has 
taken a step to aggressively engage in 
cross-border acquisitions and 
partnering with foreign retail firms. It 
is also planning to enter into areas like 
consumer finance and transport to com- 
pliment its retail offering. 


Multibrand model is the way 

to go 

For some years now, the Indian IT retail 
has been dominated by the exclusive 


franchise model. Certainly, the indus- 
try has shifted from this existing model 
to be on par with customer buying be- 
havior and to embrace the global large 
format of retail. ‘Multibrand IT’ retail is 
the way to go. Large superstores will 
spoil end-users for choice, and this 
would mean that IT retailers will have 
to look at housing more options per 
product category in their stores,” says 
R Kannan, the President of retail con- 
sultant firm Ramms India. Even 
Dhiren Singh, Assistant Director, Mar- 
keting and Consumer Sales, Canon 
India, avers, “The move from 
monobrand to multibrand is part of the 
larger evolution every industry goes 
through.” He adds, “In the 1990s, sev- 
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eral consumer durable companies had 
exclusive stores, but today multibrand 
outlets dominate the scene. Customers' 
demand for choice has compelled com- 
panies to give up their exclusive retail 
strategy." 

Given these facts, it is hardly sur- 
prising that the retail strategy of most 
of the players are focused on satisfying 
the consumers' hunger for choice on both 
time and space parameters. But suc- 
cess in this battle won't necessarily go 
to the strongest. Rather, "It goes to com- 
panies that make the right moves at the 
right times. Location is still important, 
but timing is the name of this retail 
game," declares AT Kearney. "As cus- 
tomers get more aware, they demand 
more choices before making a purchase 
decision. In a multibrand store, there's 
a perception that the customer will 
have more price performance options 
and also get a neutral advice from the 
retailer," says Vikram Nadgir, Creative 
Infotech. 

Besides Reliance, a hoard of other 
corporates too are lining up their 
plans to foray into consumer durables 
retailing. Topping the list is Tatas, 


who recently announced their tie-up 
with Australian major Woolworth to 
make a strong presence in the market 
with its retail range— Croma. The 
other major player is Kishore Biyani- 
promoted Future Group, which owns 
Big Bazaar, Central and Pantaloons, 
already stacking up its presence in the 
consumer durables segment in a big 
way. Also jumping the gun is the 
Chennai-based Salora International. 
The Rs. 900-cr Group is mulling over 
setting up a chain of retail stores 
which would sell consumer electronics 
products such as LCD and plasma 
TVs, mobile phones, gaming products, 
laptops and PDAs (Personal Digital 
Assistants). 

With the entry of a slew of big 
corporates, there is bound to be stiff 
competition which would ultimately 
benefit the consumers. Reliance made 
no bones about it. "The prices would 
be most competitive and if any cus- 
tomer finds a cheaper product in the 
market within 30 days of purchase, 
we would not hesitate to match the of- 
fer," said Kamal Nanavaty of Reli- 
ance Retail. 
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“Based on weighted score of market attractiveness, market saturation and time pressure scores 


Reliance Retail 





Can Reliance do it again? 

The big question doing the round is: Will 
Reliance Retail be able to create the 
same furor in the consumer durables 
market as it did in the food-and-grocery 
segment? With too many players lining 
up to participate in the retailing of con- 
sumer durables, clearly, we have to wait 
for a while for the outcome. Nonetheless, 
with big dreams of earning a turnover of 
Rs. 90,000 cr in the next five years, 
Mukesh Ambani is surely planning 
something special for his group to win 
the competitive edge over others. АП 
said and done, one cannot ignore the 
hitch side of the retail business. Among 
the major challenges is talent crunch. 
"Talent is virtually non-existent. This 13 
perhaps the only segment in organized 
retail that involves a high degree of as- 
sisted selling, particularly because the 
customer looks for unbiased help before 
purchase," said Nitish Tipnis, Head of 
Operations (CDIT), Reliance Retail. 

To overcome it, Reliance is looking 
beyond the domestic market to meet its 
huge talented manpower requirement. 
“Н is natural for any retail giant to look 
for talent from West Asia. These are 
ready-for-camera guys. But once the 
first- and second-rung guys are done, 
they will have to turn to India for num- 
bers," says Sudhakar Balakrishnan, 
Director and COO, Adecco Peopleone 
Consulting. It's evident that Reliance 
will search for potential talent across 
the globe in all markets. Having al- 
ready roped in K Radhakrishnan, Vice- 
President of RPG Groups, it is believed 
to be eyeing to poach more retailing vet- 
erans from even global biggies like Wal- 
Mart. However, an even bigger chal- 
lenge would be to retain key employees 
in an industry that is increasingly get- 
ting notorious for talent poaching. Then, 
given Indian consumers' price con- 
sciousness, protecting margins among 
fierce competition would surely test Re- 
liance, which is yet to face any serious 
competition in the wake of the entry of 
some of the big global retailers in the 
country.@ 

— Amit Singh Sisodiya and Sanghamitra 
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То become а true global leader, the big blue is betting оп more complex 


projects rather than just software or services. 








ver the years, the evolution of 
IBM has seen three distinct 
models. These include, inter- 
national model, in which most opera- 
tions centered in the home country 
complemented the overseas sales and 
Gistribution subsidiaries; multina- 
Чопа! model, to access local markets: 
апа now globally integrated enterprise, 
wich is similar to the transnational 
model. Under the new model, the com- 
pany is changing its strategy, manage- 
ment, and operations in a truly global 
way. Based on the right cost, skills and 
business environment, it locates орега- 
tions and functions by integrating those 
operations horizcntaily and globally. 
Against this backdrop, the largest 
IT services company is emerging as a 
major global supplier of software and 
hardware to the corporate world in 170 
countries. With two lakh service profes- 
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sionals globally, the world leader in IT 
services offers services that include 
data center outsourcing, business 
transformation services, consulting, 
systems integration, application man- 
agement services, infrastructure and 
system maintenance and Web hosting. 


IBM India 


The company reported solid gains in its 
latest quarterly results as a conse- 
quence of the company's strategic shift 
towards higher-margin software and 
services. On the whole, the results paint 
a rosy picture about the dynamic mar- 
kets such as Brazil, Russia, India and 
China (BRIC economies). The BRIC 
market, especially India, is fast becom- 
ing IBM's center of gravity. It has be- 
come the fastest-growing market with 
the revenues rising by 40-50% annually. 
IBM has more employees in India than 





in any other country other than the US. 
From being a computer maker, IBM 
has transformed as a services company 
over the years. The technology hub of 
Bangalore has become the center of in- 
tegrating cutting-edge services with 
low-cost model. The company has 
emerged as the fourth largest employer 
in the Indian IT industry. “India do not 
simply mean cheap labor," says Sam 
Palmisano, Chairman and CEO of IBM 
and the President of IBM India. He 
says IBM will invest $6 bn in India over 
the next three years. This indicates 
that India is now at the core of IBM's 
strategy. 

For IBM's worldwide operations, 
India is emerging as a cost savings de- 
livery center, though it has research and 
consulting and other centers of excel- 
lence out of India. 

It has separate supply chains in dif- 
ferent markets. As a part of the globally 
integrated network, BRIC countries are 
chosen to be the service delivery desti- 
nations for IBM. In India, the company 
is doing cutting-edge research and de- 
velopment, developing software as well 
as running low-cost call centers. Cut- 
ting costs and globalizing the supply 
chain have saved IBM about $8 bn a 
year. 


Facing the home-grown tigers 

IBM has to concentrate on innovation 
and should enhance its efficiency in or- 
der to survive the cut-throat competi- 
tion from the home-grown tigers of 
Indian software companies such as 
Infosys, TCS and Wipro. However, IBM 
has lucrative business segments, which 
the Indian firms can only dream of. 
These include its ‘multi-core’ semicon- 
ductors. It has entered into a mega deal 
with Bharti Airtel, India’s leading mo- 
bile service provider. It is also trying to 
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- ness and society. IBM has been constantly 
.. ewclving and the globally integrated enter- 
-` prise model marks a big leap. We committed 


: - form, and we have begun transforming the 
company’s operations accordingly, tapping 
. into right skills and expertise available all 


-- tions globallv. We are already on our way to a 
_ promising dialog with our clients, with the 
°_ gevernment and with both business and aca- | 
demic leaders around the world, to explore 







M етен that i is ; promising dor both busi- 


ourselves to becoming a model of this new 


d 


ever the world and integrating cur opera- 


C the potential of global integration for economic and societal 


| peogress. 


se IBM is uniquely positioned to seize the highest-value op- 
_ portunities in the marketplace because of: 

. « - IBMs "Innovation leadership’ that allows it to integrate, 
_ transform anc enhance the efficiencies of its client's busi- 
— .pesses; ВМ’; deep business insights that allows it to trans- 


_ form its processes to make operations more responsive, scal- 


. - &ble and efficient through compenentization, simplification, 


- standardization and global integration. IBM's technology 
. Jeadershir allows it to increasingly automate service 


delivery: that will in turn allow IBM to scale without 
|. adding new resources, lower costs dramatically by reducing 
. Из dependence on labor for low-level tasks, and enhance re- 
sponsiveness to clients and their business needs. 
IBMh irn be 15 сар abi gr e e aicese to the ем 









Jasleen К Makker 
Corporate Communications, 
Global Delivery, IBM, India 
South Asia 


innovation-based segments. IBM is capital- 
izing on its global capabilities. Through glo- 
bal integration, not labor arbitrage, IBM is 
doing work where it can be done most effi- 
ciently and effectively. This is allowing us to 
optimize on capabilities, enhance respon- 
siveness to clients, manage costs better and 


run a more profitable business. 





india is at the core of IBM's strategy. Do yeu 
think this strategy will deliver, going by the rising 
labor costs and increasing competition 
from Indian software giants? — — 

Let's first talk about IBM India. The 
emerging countries are amongst the fastest 
growing markets in the world for IBM, and 
India has been performing extremely well. 
IBM India posted a growth of about 37% last year. 

India is one of our key locations with 53,000 employees (as 
of end of 2006), 35 competency centers and a committed in- 
vestment of $6 bn the next three years. IBM has set up the 
complete range of our service capabilities including consult- 
ing and systems integration, infrastructure, applications and 
business process transformation and management as well as 
R&D labs in India and a strong sales and distribution team 
to tap the dynamically growing India domestic market. Re- 
cently, India/South Asia has become IBM's sixth region 
within the Asia-Pacific. This landmark ры signi- 
fies IBM India's coming of age. 

IBM India is at the forefront of global delivery, offering the 
widest range of global delivery capabilities from a large re- 


source pool of experienced professionals. For instance, IBM’s 


Global Business. Solutions Center (GBSC). is based in India 
and drives solutions across IBM and develop s business solu- 


tions which are > transform! ming global delivery from resource- 





write software that automates many of 
the activities companies now outsource. 
IBM is nervous about the fifth-biggest 
Indian ou:scurcer. HCL technologies. 
HCL has signed several contracts worth 
$300-700 mn г infrastructure man- 
agement anc business transformation. 


Future perfect 


From worldwide operations, IBM ex- 
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pects revenue close to $120 bn by 2010, 
of which nearly $86 bn (68%) would 
come from IBM Global services alone. 
The major contribution comes from 
outsourcing services from call centers 
to remote infrastructure management. 
Samuel J Palmisano says, "IBM's good 
results in the latest quarter demon- 
strate the breadth of our global capa- 
bilities, the advantages of our busi- 


ness model and our focus on profitable 
growth."A major portion of its profits 
comes from giving licenses for main- 
frame computers. Though US-based, 
profit margins of the firm are very low 
domestically when compared to that in 
the emerging BRIC countries, 
their business model is yet to align 
with their clients’ needs to earn more 
profits. 
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~ Now, talking about IBM's competitive edge, first, IBM 





ч has decades of global experience in t his business. Today, we 


BRIC M ias have the on wi | ^ 
tomers and the largest. potential inco 
growth. However, IBM doesr 7С 





нн соста customers 1 іп more > than 160 countries; as a ud. „> in th he 





т чононд to pex client tasks; rege te : 


based to an asset-based delivery model. Moreover, we are 


|. using technology to automate processes for continuous pro- 
. .. ductivity gains and driving fundamental changes in the way 
v. уетапаре our operations. When we do these two things hap- 

|... pen: 1) Costs go down, and 2) Service levels go up. And this. 


creates unique capabilities for IBM to drive growth. 


And fourth, IBM remains the leader in consulting, sys- 


tems integration and application outsourcing by providing a 


complete range of high quality services. _ 


— IBMi is an American company but its profit margins in the US are very 
low compared to that in the emerging markets like India and China. 
Why so? 


Qur decision to be a Globally Integrated Enterprise toim- 


prove overall productivity and participate in world's growth. - 


markets has enabled us to be a higher-performing enterprise 


today than we were a decade ago. Our business model is 
more aligned with our clients' needs and generates better. 


рал»; profits and cash. 


ІВМ ва new kind of organization that isn't designed 


а country-by-country, but on a truly planet-wide 


model. As a truly global company, with deep local roots in - 
| -<e айе regions it’s present in, IBM has been capitalizing on 

^ the enormous growth opportunities in the emerging mar- 
_ kets of India, China, Russia and Brazil. ЕВМ is capitaliz- 
ing on and integrating the skills. and economies of Scale | 
. now available in these markets and throu; hout 1 the world nance working w 
: and we are bringing in this integrated capability to bear for try bodies like € 
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and the network toa proliferation of technology | in 
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all aspects of work and life. | : ey 

Companies were seeking to integrate advance technol | 
ogy with their business processes and operations, not prima- - z 
rily to reduce costs, but to enable innovation and growth. Еп- . 


~ terprises and institutions were looking to tap into skills and : | 
· expertise available all over the world and to integrate their e 


operations globally. E 
We exited commoditizing busitsnpos and strengthened sc 


our position in areas like Service-oriented Architecture — 


(SOA), information on demand, business process services _ 
and open, modular systems for businesses of all sizes. This m 
has changed our business mix toward higher-value вер- — 
ments of the industry. | | E 

IBM Business Transformation Services make use of E 
IBM's international consulting expertise, combining it with. _ 
class-leading research capabilities to offer solutions to com- — 
plex issues affecting clients to help them achieve innovative, . . 
sustainable, strategic change. us 

IBM is driving societal innovations that build goodwill in 


local Indian communities. IBM views BRIC countries not . 


just as emerging markets eager to consume its goods and | . 
services but also as emerging nations with societies that need а 










_ IT solutions to improve their education and healthcare. We > | _ 
are actively involved in several such projects in India. in. 


healthcare, education, innovation missions and e-gover- 
| пи the goverr ment, academic bodies, indus г 






Outlook 


Apart from IT services, IBM is focus- 
ing on higher-value segments like Ser- 
vice-oriented Architecture (SOA) and 
business process services. It is making 
innovations to improve education, 
healthcare and e-governance in emerg- 
ing nations. IBM believes that it will 
be able to maintain its number one po- 
sition, by helping its clients to succeed 


| Chartered Financial Analyst | 


in delivering business value; by becom- 
ing more efficient and competitive 
through the use of business insight and 
information technology solutions; and 
by providing long-term value to its 
shareholders. Unlike others, IBM can 
produce synergies from three busi- 
nesses— hardware, services and soft- 
ware. In all these three, IBM is a global 
leader. Despite its operations in 170 


countries, to become a truly integrated 
global company has not been an easy 
task for the big blue. The company's 
success depends on how it differenti- 
ates itself and competes with its peers 
in the coming days.m 


~ N Janardhan Rao and Pratichi Samal 
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print-Nextel 








rong Connection? 


A string of developments puts a big question mark over the survival of the 


year-long merger. 





—M—ÓÍÁ 


uch to the chagrin of the top 
brass of Sprint-Nextel. the 
third largest telecommuni- 
cations company in the US, a research 
report from Probe Financial Associates 
Inc., voiced concern that the year-old 
merger of the two carriers might be ripe 
for a takeover. While not many would 
buy this argument, at least for new, а 
string of developments in recent times 
dees suggest that all is not well with the 
eperator. In an announcement that 
dampened investor sentiments, the 
company said that it incurred losses of 
$211 mn during the first quarter ended 
March 31, 2007, while adjusted operat- 
ing earnings dippec 45%. Besides, it 
aiso saw erosion in the subscriber base 
as customers migrated to rival carriers, 
53iaming the carrier's faulty network for 
poor connectivity; it lost about 222,000 
post-paid subscribers during the quar- 
ter. Worse, its post-paid ARPU (Aver- 
age Revenue Per User) too took a beat- 
ing as it dipped to just over $59, down 
nearly 5% a year ago, thus raising con- 
cerns about its loss in market share to 
rivals like Verizon and Cingular, ewned 
by AT&T. 

The $43.60 bn carrier is now trying 
desperately tc seek a turnaround 
through a plethora of measures that 
involve recent management reshuffle 
marketing and customer services di- 
visions. 








Millions of unhappy customers 

The signs of which are already visible 
now. While the New York-based 
Verizon erded the first quarter with 
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60.7 million customers with a gain of 
1.7 million eustomers, and the Texas- 
based AT&T added 1.2 million custom- 
ers to take its subscriber base to 62.2 
million, Sprint Nextel could attract just 
0.6 million new subscribers, largely 
less-valuable pre-paid customers who 
tend to move among the carriers and 
spend less each month, to take its cus- 
tomer base to 53.6 million. Besides, at 
an average monthly wireless expendi- 
ture of $59 (down from $60 in the fourth 
quarter last year), Sprint Nextel lagged 
behind its rivals. Added to it, Sprint 
Nextel is also experiencing defections 
from its land-line phone business. 
About 300,000 customers dropped out 
of the network in the fourth quarter of 
2006, blaming the poor service quality 
of the Nextel network. What dampened 
the market sentiment further was the 
warning from the company about flat 
earnings for 2007 as well. 


A botched merger? 

Sprint Nextel is an offshoot of the $35 
bn purchase of NEXTEL Communica- 
tions by Sprint Corporation in August 
2005, which were then ranked No. 5 and 
No. 3 carriers in the US respectively. 
Thereafter, the merged entity has been 
facing several problems, and the most 
prominent among them is related to 
merger of the two different networks. 
Sprint inherited à customer base of 
Nextel that is accustomed to a particu- 
lar network system which is technically 
known as IDEN (Integrated Digital 
Network), whereas Sprint's network 
uses a completely different wireless 


technology called CDMA (Code Divi- 
sion Multiple Access). Nourishing and 
standardizing these two incompatible 
networks that use IDEN and CDMA 
standards would require Sprint Nextel 
to make huge investments separately 
in each network, to keep things running 
smoothly. Sprint Nextel's troubles have 
exacerbated since the company tried 
out too many initiatives at once. 
“Sprint Nextel has so many plates 
spinning in the air at the same time, it's 
not surprising there would be some 
breakage along the way," commented 
Andrei Jezierski, partner, 12 Partners. 
Just after completing the merger pro- 
cess, Sprint signed a joint venture with 
four cable operators to develop inte- 
grated wireless broadband services. It 
also introduced its over-the-air music 
service, and launched its data services 
to attract customers to its new 3G ser- 
vices. Again in a hurried move, in 2006, 
Sprint initiated a program to upgrade 
its existing 3G network to the next ver- 
sion of the technology known as EV-DO 
(Evolution Data Optimized) Revision 
А. In the same year, it publicly an- 
nounced that it would invest $3 bn to 
build a new fourth-generation, or 4G, 
wireless network over the next two 
years by using WiMax technology. By 
trying too many things at the same 
time, Sprint Nextel has somewhat gone 
off the track and lost its main focus. 
"Trying to create grandiose visionary 
initiatives, such as a 4G network or a 
converged cable and wireless service, 
sounds good, but it's difficult to imple- 
ment," opined Albert Lin, an Analyst 
with American Technology Research. 
Ever since the merger, a big chunk of 
IT persons and technicians who had the 
expertise to handle IDEN network, were 
laid off, which deteriorated the already 
crumbling customer service system. 
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INTERVIEW 


Though Sprint and Nextel merger took place, yet it is becoming 
difficult to put together different networks. 





— Jeff Kagan 
Telecom Industry Analyst, Commentator, Provocateur, USA 


Sprint-Nextel, the third largest wireless telecommunications network player in the US is facing 
tough times, as it is losing its customers as well as incurring losses. What has gone wrong? 
Good question. I have and use phones from all the major competitive cellular 
networks. Sprint Nextel has always been an excellent quality service provider and 
maintains this even today. So, the problem here is not of quality. It provides cut- 
ting-edge sclutions with features and functionality. It is the first company to have 
provided the features of camera facility in its phones. The company has gone 
through several major transitions. Though Sprint and Nextel merger took place, 
yet it is becoming difficult to put together different networks. Im addition to it, it 
spun off its wireline business, which has taken the name Embarq and is now a 
separate entity. The company is a vastly different one from what it was just one or 
two years ago. I don’t see anything wrong with the Sprint Nextel network. As such, 
this is a short-term issue which involves merging networks and repositioning 
themselves in the wireless marketplace. 


What are the possible remedies available to come out of this situation? 

Advertising and marketing are very important as the marketplace changes and 
competition intensifies. Until now, most customers used to buy a separate wire- 
less phone from their wireline service. Going forward, the major competitors are 
going to start marketing a big bundle that includes wireline and wireless. As more 
customers move to this model the marketing mix intensifies. Sprint will market 
their services as a stand-alone wireless carrier for customers, who still want a 
separate wireless service. And for the others they will offer a combined wireline 
and wireless bundle in partnership with the cable television industry. 


Any other comments? 

Bottom line: Sprint-Nextel is in the middle of remodeling itself. This may take 
some time, but I don’t see anything wrong with the service. So, I think this is a 
temporary phase. Sprint-Nextel is still a very high quality national provider of 
wireless phone, messaging, picture, video, music, movies and television services on 
the handheld phone. 


Analysts say that over a period of time, 
some sort of indifference and apathy 
have crept into the entire management 
of the organization. For instance, unlike 
Verizon and Cingular which were focus- 
ing more on wireless network quality, 
the marketing message of Sprint Nextel 
had been confusingly geared to give in- 
ereased emphasis on the speed of the 
data network. Out of the blues, Sprint 
received a big jolt when the biggest ever 
$20 bn governmental contract was 
awarded to its rivals—AT&T, Verizon 
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and Qwest Communications. Also, it 
spun off its Local Telephone Division 
(LTD) into a separate company. Which 
officially named Embarq Corporation, 
did not do any good to Sprint Nextel. 
Embarq, which is now the fifth largest 
local exchange carrier in the US and the 
largest independent local provider, serv- 
ing customers in 18 states and providing 
local, long distance and high-speed data 
services to residential and business 
customers, is also eating into Sprint 
Nextel’s market share. 





Revival efforts 

Gary D Forsee, the Chairman and CEO 
of the embattled carrier, has accepted 
the harsh reality that the wireless giant 
is presently grappling with network-re- 
lated problems as well as poor cus- 
tomer service. Nevertheless, it is trying 
hard to stage a turnaround. To rectify 
the nagging networking problems, the 
company has recently launched two 
CDMA-IDEN handsets manufactured 
by the compatriot telecom handset 
maker, Motorola, to enable the Sprint 
customers to avail both the networks 
not only in the US, but also in five other 
countries, namely Brazil, Argentina, 
Canada, Mexico and Peru. It is also ex- 
ploring all options to keep its Nextel 
customer base intact because Nextel 
customers are the money spinners to 
the company, since the average revenue 
per user from the Nextel customer is 
around $60 when compared to 
Cingular’s $49. 

Besides, it has also drastically re- 
duced phone prices and spent a huge 
amount of money to upgrade the ailing 
network system to keep its customer 
base intact. Also, in order to reinvigo- 
rate the somewhat lost brand image of 
the mobile marketplace, Sprint has 
roped in veteran Tim Kelly, the Presi- 
dent of Sprint Nextel’s customer man- 
agement organization, as the Chief 
Marketing Officer to perform rescue 
act. His role involves important portfo- 
lios such as company’s national mar- 
keting strategy, which includes brand, 
media, sponsorships, pricing, market 
research and CRM. However, analysts 
have predicted a grim future ahead for 
the company. Undeterred by growing 
criticisms, Sprint-Nextel’s CEO has 
set for the company an ambitious 
growth target, “our plan in 2007 calls 
for a substantial increase in the fund- 
ing of business operations to build 
long-term growth and profitability.” 
For now, markets do not seem to be 
convinced, which is reflected in Sprint- 
Nextel’s poor stock performance.m 


— Amit Singh Sisodiya and Sanjoy De 
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Trading on Insurance Policy 


Is It for Good? 





In a landmark ruling, the Mumbai High Court has paved the way for free 


trading of insurance policies in India. 





hanks to the recent verdict by 

the Mumbai High Court, now 

the insurance policyholders 
with lapsed policies have a big reason 
to cheer. The high court ruling which fa- 
vored the trading of the insurance poli- 
cies has come as a blessing in disguise 
for them. They can now easily get rid of 
their lapsed policies while simulta- 
neously earning a little more than 
what they can get from the insurance 
company as the surrender value. Thus, 
this acts as yet another investment 
avenue for policyholders to raise 
money at a short notice. 

Traditionally, it has been held that 
insurance and investment serve two 
different purposes. Insurance is typi- 
cally considered as a vehicle of protec- 
tion and, hence, makes sense even if it 
offers a lower rate of return. On the 
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other hand, an investment decision 
predominantly depends on the rate of 
return that the avenue offers. 
Nevertheless, the line of difference 
seems to be blurring in recent times 
with more number of people seeing in- 
surance as yet another alternative in- 
vestment option. Paving the way for 
the free trading of insurance policies 
will further aid in reinforcing this no- 
tion. However, there are mixed opin- 
ions about the relevance of policy trad- 
ing in the Indian context. While some 
ofthe industry experts are favoring the 
ruling, others fear that it may end up 
creating a macabre market where in- 
vestors take bets on the lives of others. 


The verdict 
Interestingly, policy trading has never 
been legally prohibited in India. How- 


ever, in 2003, when LIC decided not to 
assign the policies to individuals or 
entities who do not have insurable in- 
terest, the insurance regulator, IRDA, 
concurred with LIC's argument. 
Though LIC allows a policyholder to 
assign his policy to a bank or financial 
institution for mortgage or to a family 
member or a friend, it is against as- 
signing the policy to an organization 
for trading purposes. Thenceforth, pri- 
vate players also took this as a norm 
and policy trading was almost un- 
heard of in India. 

However, the issue of policy trading 
came into spotlight recently when a 
Mumbai-based insurance trading 
company, Insurance Policy Plus Ser- 
vices (IPPS), filed a case against LIC. 
In the recent past, IPPS was trading in 
lapsed insurance policies in bulk. 
However, LIC refused to register the 
assignment of policies on the grounds 
that the practice did not suit the 
Indian social environment and IPPS 
had no insurable interest in the poli- 
cies and had been purchasing them 
just with the intention of reselling 
them for a commission. LIC contended 
that making insurance a commercial 
business would undermine the very 
principle of insurance. 

LIC argued that when a policy- 
holder sells/assigns a policy, his rights 
in the policy automatically get trans- 
ferred to the buyer and hence all the 
benefits will be eventually passed on 
to the buyer as he becomes the benefi- 
ciary of the policy. The buyer receives 
the maturity value of the policy as well 
as the claim amount in case of a claim 
while the original policyholder contin- 
ues to remain as the insured party. 
This acts in contrary to the principles 
of insurable interest which mandate 
that the beneficiary of an insurance 
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policy should suffer an emotional or fi- 
nancial loss if the insured event occurs. 

Hence, LIC objected to the assign- 
ment of the policies, and IPPS filed a 
suit against it in favor of policy tracing. 
However, eventually it is IPPS which 
has emerged victorious in the case 
against LIC as the Mumbai High Court 
has given its verdict in favor of free trad- 
ing of insurance policies. The court re- 
fused to accept LIC’s contention as the 
practice is not legally prohibited. The 
court also took into consideration the 
laws in developed economies, such as 
the US and the UK, where the practice 
is quite prevalent and is also a profit- 





insurance landscape. 





able business. It contended that, in fact, 
life insurance has become one of the 
best forms of investments worldwide. It 
finally concluded that as insurance poli- 
cies are held as movable properties, 
policyholders are free to assign them for 
a consideration. 

According to high court judges, “An 
insurance policy as understood both in 
this country and other countries follow- 
ing the common law, as well as in the 
US, is that life insurance has become 
спе of the best recognized forms of in- 
vestment and self-compelled saving. It 
is set out (in the Insurance Act) that the 
policy is movable property and the poli- 
eyholder being the sole owner of that 
property, has right to deal with it in any 
manner which benefits him/his family”. 


Win-Win situation 

When a policyholder cannot afford to 
pay the premium amounts, he will be 
left with cnly two options. He either 
has to accept the surrender value of- 
fered by the insurance company or else 
the policy gets lapsed. However, for 
policies which are less than three years 
old, the policyholder is not eligible to 
receive the surrender value also. In 
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As the policy trading practice emerges, a spat of 
renewal of lapsed policies can be witnessed in the 


that case, he has to forego all the pre- 
miums paid to the company. However, 
the court ruling has come as a breather 
for the policyholder as he is privileged 
to earn an amount higher than what 
the insurer will pay him. Thus, a spat 
of renewal of lapsed policies can be wit- 
nessed in the insurance landscape. 

It is predominantly a win-win situ- 
ation for all the parties: policyholders 
are happy that they can bargain more; 
buyers are happy that they get good re- 
turns in a short period; and agents are 
happy that they get renewal commis- 
sion. As policyholders sell their poli- 
cies they can afford to buy new ones. 


| 


Hence, there may be an increase in the 
number of new policies that are sold. 





Need for regulations 

Though policy trading is a win-win situ- 
ation for all parties, many analysts are 
skeptical that it may violate the basic 
covenants of insurance. Hence, it will be 
all the more difficult for insurance com- 
panies to educate consumers on protec- 
tion. The original beneficiary of the 
policy will stand to lose the financial 
support in case the insured event takes 
place, as all the benefits will be passed 
on to the buyer of the policy. 

Kapil Mehta, Chief Representative 
of Prudential Insurance of America, 
opines, "There is no insurable interest 
in a traded policy. It is not logical or 
proper for an unrelated third-party to 
speculate on the longevity or the matu- 
rity benefits of the insured person! In- 
surable interest is one of the most fun- 
damental tenets of life insurance and 
means that a policyholder or his 
dependants should be financially af- 
fected in a material manner if the in- 
sured person were to die." 

Some industry experts fear that 
this may lead to increase in moral haz- 


ards as unscrupulous buyers may take 
bets on the lives of the policyholders. 
Besides this, in an intensely competi- 
tive insurance landscape, agents can 
indulge in mis-selling. They can com- 
pel a policyholder to buy their 
company's policy and forgo one's exist- 
ing policy by arranging for a buyer. 

Indeed the KP Narasimhan (KPN) 
committee report recommended a slew 
of amendments to the Insurance Act 
which deals with trading, and assign- 
ing of policies. The Law Commission 
had also considered and provided for 
situations of possible conflict with 
policyholder or public interest when 
the insurer could refuse to act on the 
endorsement of assignment without 
further enquiry. It suggested that one 
sub-section be introduced to empower 
IRDA to restrict or regulate certain 
types of assignments. 

Though LIC has lost the case filed 
against it by IPPS, it has decided to 
file a Special Leave Petition (SLP) in 
the Supreme Court against the trading 
of life insurance policies. The High 
Court has given six weeks time to LIC 
for filing a SLP. 

Nevertheless, IRDA supports the 
trading of insurance policies and feels 
that it will be safer if it is practiced 
with some sort of guidelines. Sam 
Ghosh, CEO of Bajaj Allianz, opines, 
*Once the secondary market picks up, 
we need a pricing mechanism that en- 
sures fairness to both policyholders 
and buyers. Intermediaries will do the 
pricing. But how that pricing will be 
done, what conditions will enable sell- 
ing, what will be the commissions of 
the intermediaries need to be decided." 
He further adds: “Right now, there is 
nothing in the regulations that can en- 
sure fairness. Once the secondary mar- 
ket picks up, the regulator will intro- 
duce guidelines on selling." Thus, the 
insurance regulator can play a better 
role by putting in place stringent regu- 
lations and thereby increasing its vigi- 
lance in this arena to safeguard the in- 
terests of the investors.m 


– Y Bala Bharathi 
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For over three decades New India Assurance has enjoyed undisputed market 
leadership in the general insurance segment. 


SO мали 
Sharing a tradition of trust with millions of customers, New India offers the sfsar JNSH ; 
benefits of a wide product portfolio, highest solvency ratio, global presence and fe T 3 Ф. fet. 


faster claim settlements. Giving you the assurance of a true leader. No wonder Assurance of the Leader 


New India Assurance offers the best Pre and Post General Insurance Services 
{азат зар | 
— 





across its product portfolio, at the most competitive rates. 


Insurance is the subject matter of solicitation. 


ГҮ? X/NIA/153/07 


.THE NEW INDIA ASSURANCE CO. LTD., 87, Mahatma Gandhi Road, Fort, Mumbai - 400 001. Tel.: 22708100, 22708400. Website: www.newindia.co.in 
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Will the Party Continue? 


Though the seemingly unstoppable Chinese bourses took a plunge for a 
short while, it doesn’t signify the end of the golden era for the dragon. 





n astute adage goes this way: 
“Put not your trust in money, 
ut put your money in trust.” 
The Chinese investors are now a baffled 
lot trying to gamble with their trust in 
the risky stock markets. The Chinese 
bourses almost looked like a casimo for 
them until the recent plunge which was 
the consequence of the stamp tax hike 
on stock trading. Nevertheless, before 
that, it was almost impossible for the 
Chinese investors not to participate in 
their pathbreaking stock market rally. 
The fact that everyday millions of inves- 
tors opened accounts underscored the 
skyrocketing interest of the Chinese in- 
vestors in their markets. Interestingly, 
even the monks, who have taken the vow 
of abstinence, couldn't resist opening 
accounts to reap in huge profits with 
which they promised to do good deeds. 
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The seemingly unstoppable Chi- 
nese bourses lured investors like no 
other with its spectacular performance. 
China's benchmark Shanghai Compos- 
ite Index, an index that covers both 
A-shares and B-shares listed on Shang- 
hai Stock Exchange, zoomed up 13046 in 
2006 and surged by 62% until May 
2007. It zoomed past the 4,000 point 
milestone for the first time ever on May 
9. 2007. Amazingly, in just a short span 
of time, from the second half of the year 
2005 to May 2007, Shanghai index 
surged from a meagre 1,000 point level 
to a sturdy 4,000 point level. This 
speaks volumes about the scintillating 
performance of the Chinese bourses 
which attracted investors in droves. 

However, with the recent stamp 
duty hike announcement by the Minis- 
try of Finance, the Chinese stock mar- 


kets seem to have hit a bump in the 
road. The benchmark index plunged by 
6.5% on May 30, 2007, after having 
clocked a record high growth just earlier 
in the month. Nevertheless, this fall is 
expected to be reversed soon as many 
analysts envisage that key events such 
as the Communist Party meeting in 
late 2007, the Beijing Olympics in 2008 
and, most importantly, the nation's 
strong economic fundamentals will 
help the bourses regain momentum. 


Worst to best of times 

The Shanghai composite index, which 
was one of the worst-performing growth 
indexes (-8.3%) in 2005, turned out to 
be one of the best performing indexes in 
2006 with an amazing surge of 130%. 
Interestingly, on May 9, 2007, the total 
turnover on the Chinese bourses ex- 
ceeded that of all other Asian stock ex- 
changes combined. In fact, China had 
experienced a prolonged bearish mar- 
ket from 2001 to 2005 during which the 
index fell from 2,300 to 1,000 points. 
However, paradoxically, its economy 
grew exponentially at 10% per annum 
during the same period. 

Many analysts, for long, blamed the 
split share structure as the key culprit 
for the country's sluggish stock mar- 
kets. Split share structure refers to the 
existence of large volumes of both trad- 
able shares and non-tradable shares 
owned by the state. The fact that only 
the remaining one-third of the shares is 
tradable has resulted in the Chinese 
stock markets becoming very illiquid 
and volatile and prone to market ma- 
nipulation and insider trading. This 
has put the public investors in a worse 
position than the actual controllers of 
the listed companies. The inefficiency of 
domestic markets has also induced 
many companies to list in overseas 
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Chinese Buoyant Bourses 








INTERVIEW 


The most obvious factor behind its rise is the partial transfer of the huge pool of Chinese 
savings out of the banking system to the stock market. 


China's stock market has been on a bull run for more 
than a year now. The Shanghai Composite Index 
has jumped by more than 130% since last January. 
What are the driving forces that have greatly con- 
tributed to this spectacular performance? 

There are many reasons for the bull run, such 
as the tremendous growth of the Chinese 
economy and the resolution of the non-traded 
shares overhang in mid-2005; but the most 
obvious factor behind its rise is the partial 
transfer ofthe huge pool of Chinese savings out 
of the banking system — where it earns nega- 
tive real rates—to the stock market. This 
transfer of money has been reinforced by an 
exchange rate regime that has forced a huge 
expansion in the domestic money supply. 


After deserting the market during a four-year slump, the ordinary Chi- 
nese are once again putting their savings into stocks market, despite 
concerns of a stock market bubble. What are the reasons for such 
renewed retail interest? 

Part of it represents a sensible diversification of savings 
away from bank deposits; much of it is caused by negative 
real rates for banking deposits; and finally extreme bull mar- 
kets tend to be self-reinforcing as rising markets bring in ad- 
ditional buyers. 


Do you expect the bull run to continue further or is the bubble looming? 
What would be the impact on the economy if it turns into a bubble? 

I don't believe we are yet in bubble territory, but clearly this 
rate of increase cannot continue without its becoming a 
bubble which, by the way, I do expect. The consequences of a 
rising market are not drastic because banks already have too 
much money and are engaged in non-productive lending. So a 
diversion of funding into a different form of non-productive 
investment is not going to have serious negative conse- 





Michael Pettis 


Professor of finance at Peking 
University and Columbia University 





quences immediately. On the contrary, if it 
contributes to more capital-raising in the 
form of equity rather than debt, China's na- 
tional ‘balance sheet’ may become less — not 
more—risky and, of course, anything that 
reduces future NPL growth in the banking 
system, which is China's greatest balance 
sheet problem, is a good thing. The costs of a 
bubble are only likely to appear when the 
bubble bursts, and here the worry is more 
about social and political implications of a 
collapsing market than the economic impli- 
cations. 


The government is increasingly warning the inves- 
tors about the bubble. How do you foresee the 
policy maker's role in stabilizing the situation? Do you think that recent 
measures such as interest rate and tax hikes would serve the purpose? 
The government is stuck. Of course they are worried about the 
consequences of a bubble burst, so they want to slow it down, 
but at the same time every time they intervene specifically to 
slow the market down they lose credibility if the intervention 
is ultimately unsuccessful, which will make it all the more 
difficult to control the situation. If you believe, as I do, that 
the cause of the bull rally is a combination of the exchange 
rate regime, which has flooded the banking system with li- 
quidity, and the country's very low interest rates, then all of 
these interventions, which barely address the problem, are 
bound to fail. 


What are the prospects of Chinese stock markets in the long term? 
Over the next six months, I expect it to continue rising, but I do 
expect a sharp break, perhaps, as early as in the middle of 
2008, although it may take longer. Over a longer time hori- 
zon, say ten years, I expect investors in the Chinese stocks 
will do well. 


bourses. Аз the Chinese investors are 
not allowed to invest in overseas 
bourses, they are left with no other op- 
tion but to stick to their low-performing 
local companies. 

Nevertheless, in an attempt to re- 
vive its ailing capital markets, the Chi- 
nese government has endeavored to end 
the split share structure through a 
three-stage reform process. On April 29, 
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2005, China kicked off its securities re- 
form and decided to focus predomi- 
nantly on converting the listed compa- 
nies' non-tradable government shares 
into tradable ones. Simultaneously, it 
also suspended the launch of IPOs and 
imposed a ban on the sale of shares for a 
year. As per the reform guidelines, the 
listed companies or major shareholders 
should compensate about three shares 


per ten shares to tradable shareholders 
so as to make all their shares tradable. 

However, many economists feel 
that, besides addressing the crucial li- 
quidity issue of the nations’ stock mar- 
kets, it is imperative for China to im- 
prove the listed companies’ perfor- 
mance and their operating results to 
further boost the efficiency of the mar- 
kets. Accordingly, the Chinese regula- 
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tors have revised the Securities Law 
and Corporate Law to ensure better 
regulation of the listed firms and per- 
mit more domestic and overseas insti- 
tutional investors to invest in the 
country's stock markets. After about 
70% of the listed companies completed 
the reform process, China resumed the 
launch of IPOs and lifted the ban on 
share sales, thus bringing the markets 
back to normalcy. Thanks to these 
structural and legislative reforms along 
with China's bullish economic outlook, 
its stock markets have been experienc- 
ing an unprecedented bull run since 


then. 


Irrational exuberance? 

The efforts made by the Chinese govern- 
ment to increase the credibility of the 
nation’s stcck markets seem to have 
paid off. China is now in the grip of stock 
market fever with over-enthused inves- 
tors pouring almost millions of dollars 
everyday into the markets. One of the 
main reasons for this irrational exuber- 
ance is the lack of attractive alternative 
investment avenues other than the 
booming stock markets. 

The Chinese, who are famously fru- 
gal with their savings potential of up to 
40%, have large amounts of funds in 
banks which have been accumulated for 
decades. However, as they are not al- 
lowed to invest overseas, they have to 
invest either in bank, bonds or stock 
markets. The interest on bonds is al- 
ways low and the 2% interest rate on 
bank deposits pales in comparison with 
the huge returns of the stock markets. 
Indeed, the meager 2% bank interest 
rate only leads to a negative rea! return 
when compared to the 3% inflation rate. 

After witnessing the overnight for- 
tunes of stock market investors, many 
retirees are putting their retirement 
savings into markets; house owners are 
mortgaging their houses to buy shares; 
low-income groups are investing their 
hard-earred money in the markets and 
some are even leveraging to benefit 
from the rally. Many of them are view- 
ing the stock markets as a means of 
making easy money by literally gam- 
bling in the markets. 
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The Organization of Economic Co- 
operation and Development (OECD), 
the World Bank, and also former US 
Federal Reserve Chairman Alan 
Greenspan have warned about the re- 
cent Chinese stock market frenzy. АП of 
them have shared the same concern 
about the share prices being unsustain- 
able and therefore corrections in prices 
as being inevitable. 


Cooling the sizzling dragon 

More than anyone else, the Chinese 
policy-makers are more concerned 
about the bubble and hence have 
warned investors frequently about the 
possible bubble burst. However, inves- 
tors do not seem to pay much attention 
to them and are continuing to invest in 
the markets, ignoring the principle of 
gravity which states that anything that 
goes up has to come down. On May 18, 
China's central bank made its biggest 
effort to tame the liquidity growth so 
that it doesn't end up with an abrupt 
bubble burst. It increased its interest 
rates and bank reserve ratio, and also 
widened the yuan's trading band 
against the dollar from 0.3 to 0.5%. In 
an attempt to divert the money flowing 
into the domestic markets, the Chinese 
government also announced that it 
would increase the limit of funds which 
could be invested in overseas stocks. 
Nevertheless, the benchmark index 
shrugged off all these endeavors to cool 
the markets and continued to hit record 
highs. 


Market Capitalization as % of GDP 
April 30, 2007 
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In yet another bold move, on May 29, 
2007, the Chinese authorities ventured 
to have a direct influence on the stock 
markets by hiking the stamp duty from 
0.1 to 0.3%. They decided to levy the 
stamp duty, which is based on transac- 
tion turnover, on both sellers and buyers. 
This time, the move created ripple ef- 
fects in the market as investors got into 
panic selling. The benchmark index 
plunged by 8.3% on June 4, 2007, which 
was the second biggest drop in the de- 
cade following the 8.8% plunge in Febru- 
ary. This resulted in a significant fall of 
15.3% in just four trading sessions from 
a high of 4,334.92 to close at 3,670.40. 
Wang Jing, Deputy General Manager at 
Everbright Securities, avers, “This is ob- 
viously panic selling, and the sentiment 
is quickly spreading across the market. 
Given the fact that the market has gone 
up so much, it won't be surprising if the 
index falls to about 3,000 points— which 
would mean a 30% correction from the 
top." However, after the continued reas- 
surances given by the authorities about 
the long-term health of the stock mar- 
kets, they began to recover again. 


Bullish outlook? 


Despite the recent steep plunge, few 
economists are bullish about the long- 
term prospects of the Chinese bourses. 
The fact that the total value of the trad- 
able shares is just 25% of its СОР com- 
pared to 100% of India and 150% of the 
US underpins the hidden potential ofthe 
Chinese stock markets. As the market 
capitalization of the benchmark index is 
very low compared to its GDP, analysts 
predict that it leaves open a large room 
for further rise. Besides, the ongoing re- 
forms which have increased the cred- 
ibility of the Chinese markets, events 
such as the Communist Party meeting 
in late 2007 and the Beijing Olympics 
next year are expected to restore the 
bullish trend. However, the long-term 
prospects of the Chinese bourses prima- 
rily depend on the regulators’ sustained 
reform efforts to further strengthen the 
stock market fundamentals.m 


– Y Bala Bharathi 
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BankMARCH-SQA 


'BankMARCH-SQA* is a proprietary model to assess Customer Service 
Quality for Bank Branches. 


Customer service quality is a combination of quality aspects of physical 
environment & infrastructure and service process & functions. It is 
assessed through 


e Customers’ Perceptions on the services and products 
e  Customers' Satisfaction on the services and products 
e Customers’ Need and бар in the services and products. 


| A ‘Service Quality’ audit is an aid to 


Measuring satisfaction level of the customers 


Identifying changes required in infrastructure, 
systems and procedures 


e Monitoring ‘Customer Churn’ 
e Tracking satisfaction level over time 
It will help you strengthen your relationship with your customers 


e It will help you understand your customer expectations (quality, 
service and performance) more clearly, and take suitable steps to 
measure up to them. 



































MARCH Marketing Consultancy & Research, a research based 
consulting organization based in Hyderabad, has developed this model, 
keeping in mind these aspects. 


| Features of BankMARCH-SQA" 


e It assesses bank branch's customer service quality through 
set of statistical techniques and mathematical algorithms. 

e It analyses the gap between the service expected by the 
customers and actual service delivery effected by the bank 
branch. 


| Deliverables 


e  Need-Gap analysis (‘Expected Service’ Vs. ‘Actual Delivery of 
Service’) 
Customer satisfaction Index & Service Quality Index 
Customer Profile details 
MARCH’s Recommendations. 





For more information, please contact: 


Manager 

Service Quality & Satisfaction Measurement Division 

MARCH Marketing Consultancy & Research 

6" Floor, Astral Heights, Road No.1, Banjara Hills, Hyderabad — 500 034 
Marketing Consultancy & Research Phone: 040-23430481/82/83, Fax: 040-23430480, 

e-mail: bankmarchsqa @ marchresearch.com, web:www.marchresearch.com 
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Losing Their Identity? 
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The recent Wolfowitz scandal has come as a wake-up call to the World Bank 


as well as the other financial institutions on the need for governance 


reforms. 


he Worid Bank's objective “а 
world free from poverty" and the 
IMF dream *a world free from 
financial crisis" have gained recognition 
throughout the globe. There is no doubt 
that these are crucial and daunting goals 
and no financial institution, other than 
these two, dares to dream of such objec- 
tives. However, today, the World Bank's 
future is in a crisis over the pay scandal 
involving Paul Wolfowitz, former Presi- 
dent of the World Bank and on the other 
hand, the impact of IMF loans has been 
widely debated, giving both the appear- 
ance of having los: their age-old glory. 
Now a spate o? crises—ranging from fi- 
nancial to institutional to morai—is di- 
luting the integrity and impartiality of 
these two global institutions. 
The Bank :s providing assistance in 
the form of billions of dollars to develop- 
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ing countries such as India, China, Af- 
rica and Latin America. Critics say that 
the Bank has poured hundreds of bil- 
lions of dollars into Africa over the 
years, but it has had very little eco- 
nomic impact if one goes by the GDP 
growth rate and annual output of goods 
and services. The Bank claims that 
"recognizing that any program to assist 
in controlling corruption worldwide, 
needs to start with the example of best 
practices at home, the Bank has taken 
initiatives to stamp out conflicts of in- 
terest and any possible corrupt prac- 
tices among its own staff." 


How relevant are they? 

Once recognized as the saviors of the 
world economy, the World Bank and the 
IMF themselves are in need of help. The 
Bank is losing its battle to retain what- 
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% ever relevance it once had. Questions 
about its relevance in the changed envi- 


ronment are being raised more fre- 
quently from all corners of the world. 
The Global Development Finance re- 


| port highlights the record private capi- 


tal flows to developing countries in 
2006. This trend depicts the diminish- 
ing need for these financial organiza- 
tions. 

A large proportion of the Bank's 


- lending goes to developing countries 


such as China and India. Last year, the 
Bank provided more than $14 bn as 
loans and credits to these two countries. 
But China became a superpower in ex- 
ports, with more than $1 tn reserves, 
and is so wealthy that it announced its 
own $20 bn program of loans and credits 
to Africa. While the GDP growth rate of 
China and India was around 10% in the 
year 2006, it was around 546 for coun- 
tries in Sub-Saharan Africa during the 
same period. This shows that most of 
the loans go to the middle-income coun- 
tries, which are now self-sufficient. Ac- 
cording to Adam Lerrick, an expert in 
Economics at the American Enterprise 
Institute, “In the past five years, 90% of 
the Bank's loans went to 27 middle-in- 
come countries." However, to those 27 
countries, the Bank's loans represented 
less than 1% of the money provided by 
the private capital markets. Of them, 
only 10 countries accounted for 75% of 
the Bank's loans. 

The IMF too was not that effective 
in achieving even its primary goals. 
Critics opine that the Fund has dith- 
ered for long over major issues and its 
financial aid is always bound to the so- 
called ‘conditions’. The Fund is facing a 
problem with its major principle— 
same prescription for all countries. 
Even the statutory purposes ofthe IMF, 
today, are the same as when they were 
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formulated in 1944. In addition to that, 
the Fund lacks the power to compel any 
country to toe its line. The only thing 
that it can do is to give advice, which 
most of the times goes unheeded. 


Lender of last resort? 

It is hard to show that bank loans alone 
produce growth, which gives rise to the 
question: Does the bank still need to 
lend to middle-income countries? In the 
present economic conditions, it has 
little relevance as the "lender of last re- 
sort’. The borrowings from the World 
Bank and the IMF have declined dra- 
matically due to increased funding from 
capital markets and the perception of 
countries that dealing with the Bank 
can be a hassle. Also, the biggest cus- 
tomers of these institutions have now 
become self-sufficient Desmond 
Lachman, a scholar at the American 
Enterprise Institute, says: “Seventy 
percent of their money is lent to coun- 
tries that don't need it." Indeed, these 
countries are perfectly capable of at- 
tracting private investments on their 
own. Prof. Allan H Meltzer at Carnegie 
Mellon, says, "The big gains in poverty 
reduction have come from opening mar- 
kets, not from the bank loans.” Critics 
opine that the Bank should stop its 
lending to those countries which can 
easily borrow from world markets. 
However, the biggest challenge before 
the Bank is to restore its credibility, as 
it is hard to see the good it has done 
anywhere. 

The World Bank disburses only 7% 
of its global aid to the poor nations. 
This meager share in aiding the poor 
countries has marginalized the Bank. 
On the other hand, private capital in- 
flows have gained momentum and 
many countries are moving towards 
this route to raise credit. Today, the 
world is flooded with availability of 
capital at low interest rates. In the 
words of Wolfowitz, “Capital markets 
have become competitive with the 
Bank’s functions.” 


Does the world need them? 
Questions about the need for the global 
financial institutions are being raised 
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across the world. Indeed, the two billion 
people in the world who live on less than 
$2 a day need the bank. However, the 
GDP of the 48 poorest countries is less 
than the wealth ofthe world's three rich- 
est people combined. In spite of the 
many criticisms against the World 
Bank's operations, the world needs a 
technically agile institution that can 
deal with today's global challenges. To 
approach the Millennium Development 
Goal of halving global poverty by 2015, 
the Bank's financial strength and ex- 
pertise are essential. Even though pri- 
vate capital is boosting the growth in 
developing countries, 8296 of the private 
capital flows to only 20 countries and 
the poorest countries are receiving only 
8% of the total inflow. 

To deal with global environmental 
issues, such as defense and prevention 
of contagious diseases, there is no 
equivalent institution except World 
Bank. Hence, there is a need for a strong 
and effective World Bank to finance and 
coordinate such activities. The Bank is 
uniquely placed to address challenges 
such as global warming resulting from 
changes in the climate. However, the 
Bank needs to expand its provision of 
out-and-out grants to poor countries 
whose per capita income is below $500. 

Of course, both the World Bank and 
the IMF have served well for a long pe- 
riod, but they have not evolved with 
time. "They need to be rethought and 
restructured," says Robert E Rubin, 
former Treasury Secretary. The policies 
and structure, which were formed more 
than 60 years ago, need to be reformed. 
The policy prescriptions offered by the 
Bank and the Fund are seen as irrel- 
evant to the problems faced by the de- 
veloping countries. Along with the pre- 
scriptions, the governing structure of 
the Bank should be modified. In this era 
of globalization, the Bank needs to work 
more to overcome drawbacks and rectify 
mistakes which have damaged its cred- 
ibility. It should reorient itself to pro- 
vide development advice and knowl- 
edge as one of its primary products to 
developing countries. However, the 
Bank is badly in need of effective lead- 
ership for deploying its knowledge bet- 


Giobal Financial Institutions 


ter and letting demand for its advice, 
rather than for cheap loans, guide its 
future. For the World Bank, as for any 
other international organizations, the 
need of the hour is substantial reform. 


Governance challenges 

Adding to the world’s largest multilat- 
eral aid agency woes, administrative 
problems are also confronting the 
World Bank. There has been a growing 
dissatisfaction among the other na- 
tions regarding the tradition of the 
president of the Bank and the Fund be- 
ing appointed by the US and Europe. 
While the Bank faces power struggles 
over presidency selection, a similar 
struggle is going on at the Fund also. 
“The Bank faces some real challenges in 
adapting its internal governance struc- 
ture and instruments—put in pace 60 
years ago—to dramatic changes in the 
global economy and in the relative 
power and needs of its shareholders,” 
says a Center for Global Development 
report. 

Like any other financial institution, 
World Bank and IMF too depend on the 
interest payments from customers to 
run their operations. Some bank offi- 
cials opine that this is also a reason for 
continuing loans to middle-income 
countries, since their repayments help 
in providing technical assistance and 
analysis needed by the world. Added to 
it, the European countries threatened 
to channel money to the poorest coun- 
tries through other agencies. At 
present, the Bank is underfunded. For 
its activities in the poor countries, the 
Bank needs $30 bn over three years. So 
far, very few developed countries have 
contributed to its pilot projects. The 
BRIC nations also need to join in and 
contribute as well. However, these de- 
veloping countries should have a say in 
the allocation of resources. Such a col- 
laboration will encourage a give-and- 
take policy, which the world needs right 
now, since the future of both the institu- 
tions has become bleak. 


Restoring credibility 
The World Bank and the IMF face the 
challenge of rebuilding their credibility. 
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International 


INTERVIEW 


Once a country is on a strong growth path, the World Bank's role is limited. 


Do you think that the World Bank and the IMF, which 
were set up in the aftermath of World War Il have 
somewhat lost their relevance? 

They are less necessary than they used to be, 
since private institutions and convergence of 
financial systems allow alternatives, except 
for the poorest countries. 


What kind of institutional reforms are required to 
make these global financial bodies relevant to 
today's globalized world? 

The IMF is increasingly becoming a sound- 
ing board and an enforcer of international 
decisions. It probably needs to merge with 
the WTO eventually. There will still be cur- 
rency crises that will need the IMF, but less 
frequently than in the past. With the WTO, it is also a useful 
excuse to allow politicians to pursue rational goals that may 
not have domestic support. The World Bank remains a re- 
search arena and a support for the poorest countries, as well 
as an advisor to governments on policies. 


Do you think that these institutions are unbiased towards all the econo- 
mies in the world? 

They are favorably disposed towards the developing coun- 
tries, especially the World Bank. Requiring countries to be 





David Wyss 
Chief Economist, Standard & Poor's 





rational is not being biased against 
them. 


How can the World Bank assist the South 
Asian, Sub-Saharan and the Latin American coun- 
tries? 

India is past the stage where the World 
Bank can be a major help. Once a country is 
on a strong growth path, the World Bank's 
role is limited, because India's financial 
needs swamp the Bank's resources. It prob- 
ably still has a role in countries like 
Bangladesh. Similarly, South America, 
Brazil, Venezuela, and most other countries 
are too large for the World Bank to be of any 
major help, and their problems are not necessarily the ones 
that the Bank can address. 


"The biggest challenge for the World Bank is to restore its credibility." 
Please comment. 

I'm not sure it had that much credibility to restore. Developed 
countries are looking less approvingly at foreign aid, because 
they see the waste it has generated in the past. Also, they 
have domestic political problems because of the competition 
with domestic industries. The World Bank is unlikely to go 
back to its old role. 


The Fund's lending programs should be 
customized to meet the needs of its 
member countries. Indeed, the bank's 
mission statement states: "It was cre- 
ated for a reason; therefore, there must 
forever be a reason for us to exist." 
Barry Bosworth, an Economist at the 
Brookings Institution, says, “The Bank 
needs a better mission statement." The 
Bank has too many objectives and, 
hence, it is difficult for the Bank to work 
on all. They would serve better if limit 
their objectives to certain important ac- 
tivities, such as improving literacy, 
fighting malaria, and providing techni- 
cal assistance. Critics suggest that in- 
stead of following their age-old tradi- 
tion in appointing the heads for these 
financial institutions, they should have 
a merit-based selection process. How- 
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ever, both the Bank and the Fund need 
to look for alternative resources for 
their operations instead of depending 
on the interest paid by debtors. IMF can 
act as a global repository for surpluses 
and must monitor currency manipula- 
tions and economic inequities in China 
and other countries. However, IMF's of- 
ficials counter that they have been 
monitoring these issues, but are con- 
strained by its charter. Many econo- 
mists say that the IMF will be needed 
when, inevitably, the next crisis occurs. 


Conclusion 

The World Bank and the IMF need to 
hurry up to win back the lost confidence. 
In spite of criticisms, these two are seri- 
ously focusing more on reforms, with the 
Fund searching for a new role. However, 


to make globalization successful, coun- 
tries need to raise the average income 
levels. Most of the world's neediest 
people live in underdeveloped countries, 
which do not have access to commercial 
lending at market rates. However, the 
World Bank has learnt valuable les- 
sons from its past and is now ready to 
play a major role in restructuring the 
economies. Today's global economy 
needs both institutions for the unique 
roles they play. To remain relevant in 
this competitive world, they should look 
beyond crises and adapt to the needs of 
rapidly changing world order. But how 
efficient and cost-effective they would 
be is always debatable.m 


— № Janardhan Rao and В Suma 
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Jet-Air Sahara Deal 


Changing Dynamics 





The merger has changed the dynamics of the entire aviation sector showing 
a definite trend towards consolidation. 





fter clearance by a three-mem- 

ber arbitration panel, Jet Air- 

ways finally struck a deal on 

April 12, 2007 to buyout rival air carrier 
Air Sahara for Rs. 1,450 cr, about 40% 
less than its initial offer of $500 mn 
(approx. Rs. 2,200 cr). Jet has won the 
battle in bagging Air Sahara at a ‘bar- 
gain' price. Air Sahara would be re- 
named as ‘Jetlite’, positioning it as a 
value-based carrier that offers value to 
passengers at low fares to compete with 
low-cost carriers. Post-merger, Jet-Sa- 
hara bagged a combined market share 
of about 32%. This merger signifies the 
beginning of consolidation in the sector. 
Air traffic in India is growing by 
leaps and bounds at the rate of 20% per 
vear from 43.4 million to 52 million— 
one of the highest in the world— which 
has been driven by higher disposable in- 
comes of an average Indian. To meet the 
growing air traffic, the country is in need 
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of 852 additional aircraft over the next 
two decades worth more than $72 bn. 


Jet-Sahara combine 

Jet operates over 320 flights to 44 desti- 
nations across the country and six over- 
seas. Jet, which was incorporated as an 
air taxi' operator in April 1992, started 
its operations in May 1993. Taking ad- 
vantage of India's 'open skies' policy as 
part of its economic liberalization, it di- 
versified into a full-service scheduled 
airline that would compete with state- 
owned Indian Airlines, which enjoyed a 
monopoly in the domestic market. Jet 
initiated international operations in 
March 2004. Indeed, it is the first pri- 
vate airline in India to fly international. 
However, there is a significant slippage 
in its fortunes and market share in re- 
cent times, as the low-cost carriers are 
making inroads into the domestic mar- 
ket. Hence, Jet's share has declined to 


27% from 40% a few years ago in the In- 
dian domestic aviation market. Though 
Jet's market share has come down, it is 
still dominating the Indian domestic 
airline industry. 

Air Sahara started its operations in 
December 1993 with the slogan ‘Emo- 
tionally Yours'. Though it began its op- 
erations with two Boeings, it now has a 
fleet of 28 aircrafts. It became an inter- 
national carrier in 2004, until which 
time it concentrated primarily on the 
northern sectors of India. With growing 
competition, its market share has 
slipped down to 8% from around 11% a 
year ago. Its weaker financials and ag- 
gressive pricing have caused its for- 
tunes to take a turn for the worse. 
Added to this, the ‘open skies’ policy al- 
lowed private players to operate in the 
country, thus substantially increasing 
the number of players in the past couple 
of years. 

Spurred by the conducive environ- 
ment, many players like Air Deccan, 
Kingfisher, GoAir, SpiceJet, IndiGo, 
Indus and Paramount have entered air 
space. They are now capturing market 
share at a faster pace with their market- 
ing strategies, better customer services 
and lesser delays. All these factors are 
posing challenges to Air Sahara and Jet 
Airways making them lose their sheen. 
Amitabh Chakraborty, President of 
Religare Securities opines, “Sahara has 
relatively old aircraft and was losing 
market share. Jet, on the other hand, is 
losing market share in the premium seg- 
ment from Kingfisher.” Though Jet re- 
ported an operating loss of $16.1 mn in 
the first quarter of this year, to increase 
market share it has finally decided to 
acquire its rival Air Sahara. Jet Air- 
ways is of the view that the merged en- 
tity can compete effectively with public 
and private airlines. 
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Will Jet benefit? 


The merged entity can reap the benefits 
of the international network as well as 
the strong domestic network as Sahara 
is operating in many areas where Jet is 
not present. Globally speaking, while Jet 
is strong in long-haul routes such as the 
US and Europe, Air Sahara is operating 
effectively in neighboring countries such 
as Nepal, Sri Lanka and Thailand. The 
merger will be advantageous to Jet Air- 
ways as it can access Air Sahara’s 27 air- 
craft as well as the landing rights that 
Sahara was enjoying in busy airports, 
routes, parking slots, etc. both domesti- 
cally and internationally. The carrier can 
use Sahara's parking slots in London's 
Heathrow airport as well as domestic 
airports. As the Indian aviation industry 
is going through a shortage of trained 
professionals, Jet can make use of 
Sahara's pilots. Jet stands at a more 
advantageous position as it has the 
chance to enjoy economies of scale and, 
hence, is expected to compete with low- 
cost carriers in the domestic market. 

There is a lot of scope for Jetlite to 
become a dominant player in the market 
provided it can improve its services, 
which will help it in becoming a much 
bigger and stronger player in the Indian 
civil aviation sector. Aviation experts 
say, “For Jet, it is the right time" as it 
could come out well ahead of the Air 
India and Indian Airlines merger— 
which could emerge as a huge giant in the 
future. Since the merger formalities be- 
tween Air India and Indian are expected 
to be completed by 2010, Jet has suffi- 
cient time to position itself as an effec- 
tive competitor to the public sector giant. 
Jet claims that this takeover would not 
affect its cash flows and expects the loss- 
making Sahara to rake in profits in the 
first year of operations. However, the 
success of the deal would depend on pric- 
ing strategies, branding and manage- 
ment of cultural differences. 


The challenges remain 

Despite the benefits, there are weak 
spots like network and integration chal- 
lenges. After consolidation, the biggest 
concern for the companies will be how to 
turnaround the loss-making organiza- 
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tions in the short-term. Both Jet and 
Sahara networks are almost similar, 
and optimum utilization of aircraft 
with the available parking slots would 
be certainly difficult. Analysts opine 
that as Sahara is not transferring all 
its assets, Jet would not gain much in 
terms of tangible assets. Many high 
profile M&As, globally, have failed in 
achieving the benefits due to integra- 
tion issues. The Jet-Sahara merger is 
likely to pose short-term challenges 
such as human resource problems, as 
the duo has different fleet composi- 
tions, operations and organizational 
cultures. For instance, pilots flying over- 
seas receive huge amounts in terms of 
international allowances and, hence, 
the employees of both the companies 
would be interested to work on interna- 
tional flights. Rationalization of staff 
could be the only solution for integra- 
tion issues. There are reports saying 
that after the merger announcement 
many Air Sahara pilots put in their pa- 
pers. In such a critical situation, the air- 
lines should not lose out their experi- 
enced staff to other competitors. How- 
ever, the long-term challenge for Jet is 
that it has to maintain its pricing power 
and profitability. 

Raajeev Batra, Executive Director 
of KPMG says, “Jet’s management can 
infuse fresh energy into the loss-making 
Sahara to bring it on par with the exist- 
ing competition from other low-cost car- 
riers in the domestic market." To be 
profitable in the long run, Jet should 
learn lessons from the experiences of 
Air Sahara. Though Jet enjoys the ben- 
efits of increased market share, this is 
for only a short period as the merger of 
Air India and Indian could result in a 
mega airline in the country. 


Complex environment ahead 

Amidst the accumulated losses of 
Rs. 2,000 cr, the industry is plagued by 
low entry barriers, price wars, a 
duopoly of aircraft suppliers, uncon- 
trolled fuel costs, monopoly of infra- 
structure providers and more impor- 
tantly fickle customers. The consistent 
rise in oil prices and increase in the 
number of low-cost airlines have made 
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the business non-profitable. Kapil 
Kaul, CEO, Centre of Asia Pacific 
Aviation, says, "One can expect exist- 
ing low-cost players to strike strategic 
alliances not only to keep operational 
costs low, but also to survive." More- 
over, liberalization of the economy has 
led to the opening up of the country's 
skies with many airlines being 
launched rapidly leaving the future of 
the Indian aviation industry at the 
crossroads. "To survive, other airlines 
will definitely follow the merger route," 
says Raajeev Batra. 

Whatsoever, the Jet-Sahara deal 
has come as a harbinger to the consoli- 
dation process in this sector. This has 
been followed by Air India and Indian 
Airlines which also merged and re- 
ceived government approval on March 1, 
2007. Another player, Kingfisher, ac- 
quired a considerable stake in Air 
Deccan, India's leading low-cost airline. 
This would push Kingfisher to the sec- 
ond spot in the largest aviation player 
category. And, this alliance is likely to 
pose a stiff challenge to Jet Airways. 
Experts feel that the next phase of con- 
solidation in the industry would be with 
the Low-Cost Carriers (LCCs). Most 
LCCs feel that these mergers will pro- 
vide an opportunity for other carriers: 
“А positive impact on yields may follow 
for all players," opines Siddhanta 
Sharma, CEO of SpiceJet. Another 
niche player, Paramount, is also trying 
to fly the same course and feels that it is 
the market leader in the south with 
26% share, ahead of Kingfisher, Jet or 
Air Deccan. All the three proposed 
mergers dominate almost 85% of the 
domestic market forcing smaller rivals 
like SpiceJet, IndiGo and GoAir to face 
the heat. “It is better to have а well- 
funded competitor than a cash- 
strapped rival who is likely to make ir- 
rational moves," says Sharma. The on- 
going acquiring stakes is all set to drive 
the consolidation in the aviation sector 
and this may help the carriers to take 
off smoothly towards a brighter future 
in the days to соте. 

– № Janardhan Rao and В Suma 
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Nagalakshmi 
wants to be 
a teacher. 






Mohammed Mastan 
wants to be a soldier. 


Kakoli wants to be a nurse. 


Modest ambitions, one may think. 
But not for these children. Education at a good school used to be well beyond their parents' means. 
Not any longer. 


These children now get a real education at the Icfai Republic School. Virtually free. 


The Icfai Republic School is an English-medium school with good teachers, and facilities and infrastructure 
- spacious classrooms, computer and audio-visual labs, play areas - that match the best. 


Children at the school get milk with supplements in the morning, and a nutritious, free, lunch. 
Textbooks, notebooks, school uniforms, and shoes are also provided to them at highly subsidized prices. 


Now, their dreams can become a reality. 


You too can join with Icfai and the Alpha Foundation to help more children like Nagalakshmi, 
Mohammed and Kakoli. 


Make a contribution. Make a difference. 





For more information. please contact: 

The Alpha Foundation 

Plot No. 8, Dwarakapuri Colony, Punjagutta, 
Hyderabad - 500 082, Andhra Pradesh, India, 
Phone: 040-23423115 / 16 / 17, Fax: 040-23423118 
Website: www.alphacharities.org 


Contributions to the Alpha Foundation are eligible for income tax exemption under Section 80G of the IT Act. 





Ш BUSINESS ENVIRONMENT 





Cash & Carry Retailing 


India Calling 





The Cash & Carry format of retailing appears all set to storm the retailing 
landscape of the country—provided the biggies, such as Metro AG of 
Germany, US' Wal-Mart (in tie-up with Bharti Group), and India's home- 
grown Reliance Retail and Future Group, have their way. 





alk inside the sprawling 

Metro AG Cash & Carry 

store in Kukatpally area of 
Hyderabad and you are sure to feel spell- 
bound. The giant shopping center, spread 
over an area of 7 acres, occupies a selling 
space of 100,000 sq ft, which includes a 
20,000 sq ft temperature-controlled 
space to store perishable food items such 
as vegetables, fruits, dairy products, 
meat and fish. A customer (read: whole- 
saler) can find, under one roof, an assort- 
ment of over 18,000 articles across food 
and non-food segments at the best 
wholesale prices. The center, which aims 
to reach an annual turnover of Rs. 300 cr 
has over 75,000 small and medium re- 
tailers, traders and other institutional 
businesses registered as its customers. 
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Customers can purchase quality prod- 
ucts with the help of a computerized 
goods management system throughout 
the week in a 6 a.m. to 10 p.m. environ- 
ment; a distant dream just a few months 
back. The center operates on a self-ser- 
vice basis. Besides Hyderabad, the Busi- 
ness to Business (B2B) retailing division 
of the German retailer, Metro AG, also 
has its stores in Bangalore, where it en- 
tered first. Buoyed by its success in two of 
the most happening cities in India, the 
German giant now wants to leverage its 
globally successful model in other major 
cities of this country as well. 

And it is not just Metro which is eye- 
ing to tap the opportunities in the B2B 
retail segment. A host of domestic as 
well as global retailers are trying their 


utmost to replicate Metro's globally suc- 
cessful cash & carry model to grab a big- 
ger share of the Indian retail pie. 


Betting on B2B 


Indeed, the opportunities seem to be 
abounding in the country as predicted by 
several reports. For example, according 
to global management consultancy, AT 
Kearney's Global Retail Development 
Index 2006 report, India tops the annual 
list of most attractive countries for inter- 
national retail expansion. The $270 bn 
Indian retail market is, today, expand- 
ing at the rate of 13% while the organized 
segment grew by nearly 48% т 2006. For 
2007, the projected growth rate for the 
organized segment is about 40%. Indus- 
try experts now say that with major glo- 
bal retailers and Indian corporate 
houses entering the fray, this number 
may even cross 45% per annum over the 
next three years. This does not seem to 
be unrealistic given the fact that there 
lies a huge reservoir of demand to be 
tapped. Today, the unorganized sector 
accounts for a whopping 97% of the over- 
all market, thus offering enormous scope 
for the big organized retailers to make 
inroads. Another advantage this seg- 
ment offers is that the retailers (essen- 
tially, foreign ones) do not face regulatory 
and political hurdles as is the case with 
Business to Consumer (B2C) or retail 
segment; although the government has 
allowed 100% FDI in cash & carry retail- 
ing, it is not being seen as a relief by for- 
eign retailers. 

The cash & carry wholesale model 
offers retailers both the chance to enter 
the dynamic Indian retailing market 
and a way out of the country's strict and 
bureaucratic regulations on FDI in re- 
tailing. By investing in the wholesale 
market now, international grocery re- 
tailers can also secure a foothold in the 
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Indian retailing market prior to its de- 
regulation. More importantly, the cash & 
carry business offers the big players an 
opportunity to refurbish their tarnished 
umage that they are displacing the tradi- 
tional mom-and-pop stores 
ibiranawalcs) Some big retailers are 
even planning to adopt the innovative 
strategy of floating cash & carry business 
(32B ventures) by roping in kiranawalas 
es franchise partners to get the first 
mover advantage as well as calming 
cown any protests from the latter. An 
important positive of this, say experts, 
would surely be on the supply chain of the 
traditional mom-and-pop stores piggy- 
backing on the modern trade infrastruc- 
ture and systems of big bang retailers. 
“Since the demand of these kirana stores 
:s small, their bargaining power becomes 
“imited. But if they source from cash & 
гатту outlets, they manage to save an ex- 
tra 3-5% on their sourcing cost,” com- 
mented Arvind Singhal, Chairman, 
Technopak Advisors, a_ retail 
consultancy. Interestingly, the organized 
retail that :s now one of the fastest grow- 
ing sectors.of the Indian economy and oc- 
cupies just 50 million sq ft of space is 
likely to exceed 150 million sq ft by 2012, 
which is aiso a healthy sign for the con- 
struction and real estate sector. 





Advantage ‘cash & carry’ 

Currently, organized retail is estimated 
to be worth $7.5-8 bn. But a major 
hurdle, industry players say, is that it is 
closed to foreign multi-brand retailers. 
According to the present regulation, only 
51% of FDI is allowed in single brand re- 
tailing. In contrast, the cash & carry for- 
mat enjovs 100% FDI thanks to the 
government's thinking that it creates job 
opportunities and does not hurt tradi- 
tional stores. This, in turn, means that 
global retailing giants are free to set up 
cash & carry stores throughout the coun- 
try. Some experts say that this coulc give 
B2B retailers a tremendous leg-up when 
the regulations on the retail industry are 
lifted (in fact, the Government of India is 
under tremendous pressure from ciffer- 
ent lobby groups to relax the FDI norms 
in retailing). Global retailers will be in 
an advantageous position to easilv con- 
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vert their cash & carry stores into 
highly profitable supermarkets and 
hypermarkets. 

Аз of now, many big Indian retailers 
have already announced the launching of 
separate companies to facilitate entries 
of global brands through franchisee and 
license arrangements. FDI or no FDI, 
India's virgin retail space requires more 
retailers. 


Metro magic 

The German retail major, Metro Cash & 
Carry, is the pioneer in cash & carry re- 
tail model, globally. The model adopted 
by Metro Cash & Carry is quite different 
from other large retail chains such as 
France-based Carrefour and European 
supermarket chain, Billa. The model 
adopted by Metro is primarily destined 
to cater to wholesale customers only. In 
the year 2006, Metro Cash & Carry seg- 
ment outperformed other Metro divi- 
sions. In that year, sales rose by 6.5% to 
reach 29.9 bn, while EBIT climbed by 
9.7% to touch 1.1 bn. “We have further 
strengthened our international posi- 
tion,” commented the ecstatic Thomas M 
Hübner, CEO of Metro Cash & Carry In- 
ternational. 

Outside its home market of Germany, 
Metro Cash & Carry achieved a growth in 
sales of 8.4% and touched 24.2 bn. It has 
been able to increase its sales by 15% in 
Eastern Europe and by 21.5% in the Asia- 
Africa region. “We see a continued large 
growth potential, mainly in the rapidly 
developing economies in Eastern Europe 
and Asia. Therefore, a consistent exten- 
sion of the store network is planned in 
these regions,” stated Hübner. In India, 
the first Metro Cash & Carry 
hypermarket was opened in Bangalore, in 
2003, and now Metro has two stores oper- 
ating in Bangalore. Besides, it opened its 
first store in Hyderabad in November 
2006 and another one in the city is due to 
be opened sometime during the spring of 
2007. It is also mulling over an operations 
launch in Mumbai and Kolkata by De- 
cember this year. 

The underlying idea for the cash & 
carry concept of Metro is based on self-ser- 
vice and bulk purchase. The company op- 
erates in the B2B space and caters to only 


wholesalers. Аз the name suggests, it 
only accepts cash and no credit cards. And 
to be able to shop at metro, customers 
need a card which indicates that they are 
eligible to purchase in lot and are, there- 
fore, professionals in various fields, such 
as catering, kiranas, crafts, and arts. 

In order to expand its B2B venture, 
the German retailer is also finalizing 
plans to launch training academies for 
mom-and-pop stores in India. It plans to 
foray into this new venture to empower 
kiranas with the latest business ргас- 
tices to tackle emerging competition 
from organized retail chains. Interest- 
ingly, Metro Cash & Carry already runs 
such academies in Turkey with great suc- 
cess where the small neighborhood 
stores were facing serious business cri- 
ses from large retailers. This latest ini- 
tiative of Metro has come on the heels of a 
huge controversy that the big modern re- 
tailers are eating into the business and 
existence of tiny kiranas. 


More to follow Metro 
The stupendous success of Metro has en- 
couraged several domestic players to fol- 
low suit. Groups such as Mukesh 
Ambani-led Reliance, Bharti-Wal-Mart 
as well as Kishore Biyani's Future Group 
are in the process of rolling out their cash 
& carry outlets in the country soon. "We 
are also exploring the franchisee model 
to partner with the smaller stores in seg- 
ments like F&B, farm products, FMCG, 
pharmaceuticals, lifestyle, apparels and 
footwear," commented a top-notch Reli- 
ance Retail official. Further, to tide over 
the impending talent crunch in retail 
space, Reliance is even scouting for tal- 
ent across the globe in all markets. It has 
already roped in K Radhakrishnan as 
Vice-President of RPG Groups and, fur- 
ther, it is believed to be poaching on more 
retailing veterans from even global 
biggies such as Wal-Mart. Damodar 
Mall, Future Group CEO (Innovation & 
Incubation), commented, "The categories 
that we plan to keep will be significantly 
localized and the pricing will be such that 
even the mofussil retailers will find it 
profitable to buy from us." 

Wal-Mart, the world's biggest re- 
tailer had also signed an MOU for a cash 
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Wholesale cash & carry typically targets institutional customers, such as independent 
stand-alone retailers, hotels, caterers and other institutions. 


Cash & carry model is increasingly gaining popular- 
ity among the retailers globally. How do you view 
this trend? 

In India, wholesale cash & carry is gaining ac- 
ceptance as a format for market entry prima- 
rily due to current regulatory regime, which al- 
lows 100% FDI threugh automatic route for 
wholesale cash & carry, but allows no FDI in 
multi-brand retailing. It would be worth watch- 
ing how many global players invest in this for- 
mat independently if and when FDI policies in 





What could be its impact on the retailing industry 
(organized as well as unorganized) as a whole in 
India? 

Wholesale cash & carry would help the un- 
organized sector cope with competition from 
organized players through offering a supe- 
rior sourcing backbone, which otherwise the 
unorganized sector would not be able to cre- 
ate on its own. It would also provide small 
and medium-scale vendors a marketing 
platform for their produce and help build an 


both wholesale and retail trade become level. 


What are the opportunities of cash & carry retailing 


business in India? 


Wholesale cash & carry typically targets in- 
stitutional customers, such as independent stand-alone re- 
tailers, hotels, caterers and other institutions. Given that 
modern trade in India is in the nascent stage (current share 
4%, projected to become 17% in 2012), traditional mom-and- 
рор (kirana) stores are expected to play a dominant role in the 
marketplace. Hence, the potential market size for wholesale 
cash & carry would remain attractive in the near future. 


& carry joint venture with the country's 
leading corporate house, Bharti Group, 
for its retail foray. France-based retail 
giant, Carrefour and UK-based Tesco 
are, however, following а wait-and-watch 
policy for further clarity on the FDI front 
before implementing any concrete India- 
specific plan. 


Plate of woes 

However, the road to retail success in the 
country is not without its share of ugly 
realities. The news of Wal-Mart shaking 
hands with Bharti has led to protests 
and agitations in India as well as 
abroad. India Retail Watch, an organiza- 
tion that works for the interest of small 
shopkeepers, is organizing protest ral- 
lies on the streets of New York and India 
against big retailers such as Wal-Mart 
and their India plans. Sporadic violence 
against Reliance Fresh in Ranchi, 
Jharkhand and subsequent demonstra- 
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tion in Indore, Madhya Pradesh provides 
only a glimpse of the tough times retail- 
ers are likely to face. 

Another lurking challenge is that, 
presently, around 9746 of the Indian retail 
market consists of small kiranas. If 
things go according to the plans of the big 
retail players, within the next five years, 
there will be 75 Wal-Mart stores in India. 
Experts say that it could lead to the pre- 
mature demise of innumerable kirana 
stores, particularly when these deep- 
pocketed retailers offer amenities like 
air-conditioning and constant product 
availability that the small kiranawalas 
cannot match. “Wal-Mart will corrode the 
livelihoods of millions of families who rely 
on retail for survival,” commented Nu 
Wexler, spokesman for Wal-Mart Watch, 
an organization that protests against the 
world’s biggest retailer. 

However, on the positive side, all 
mom-and-pop stores and other kirana 


efficient farm-to-fork supply chain infra- 
structure, especially for fresh produce. 


What are the challenges to this business? 

There would be some challenges, such as 
potential channel conflict with the traditional intermediaries 
such as wholesalers and distributors, which may put national 
brand suppliers in a dilemma. The solution would partly be in 
tapping the private label development opportunities to the 
fullest possible extent. The second challenge would be to de- 
velop a sustainable value proposition, which is clearly supe- 
rior in terms of product mix, price and service. 


stores enjoy some distinct advantages of 
low overheads and personalized services 
that could help them fight big-pocket re- 
tailers strongly. Also, local retailers such 
as Pantaloon, Reliance, and Spencer’s 
believe that the market is big enough to 
accommodate every single seller as well 
as the ‘big-box’ retailer. “Organized retail 
is still 4% of the total retail business. 
Modern retail is full of opportunity and 
factors such as different pricing, promo- 
tion and convenience which would help 
all kirana stores flourish side by side,” 
says Arvind Chaudhary, CEO – Food 
Business, Pantaloon Retail. 

For now, while the big Indian retail- 
ers believe that both the formats will co- 
exist in the future, small traders may re- 
mind themselves of Darwin’s law— Sur- 
vival of the fittest.m 


— Amit Singh Sisodiya and Sanjoy De 
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As India is paving the way for the entry of credit derivatives, its credit and 
bond markets could get the much-needed boost. 





There's been a lot of interest in credit 
derivatives in India because it does take 
Indian financial markets to the next 
stage of evolution. It's important to have 
these instruments to provide transpar- 
ency, depth, liquidity and to avoid con- 
centration of risk. 

— Pavan Sukhdev 
Deutsche Bank's head of global 
markets in India 


redit risk, one of the biggest 

risks of the financial system, 

poses a great challenge to 
banks and bond investors at times 
when the borrower is in default. Never- 
theless, an effective management of 
credit risk largely aids in enhancing the 
efficiency and resilience of the financial 
system of any economy. To serve this 
very purpose, credit derivatives have 
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globally emerged as a potential risk 
management tool for banks, financial 
institutions and bondholders. 

According to the International 
Swaps and Derivatives Association 
(ISDA)’s report, the global market for 
credit derivatives has more than 
doubled in size for the third consecutive 
year. The notional amounts outstand- 
ing at the end of 2006 grew by leaps and 
bounds from a meager $632 bn in 2001 
to $34.5 tn in 2006. After witnessing 
the phenomenal success of credit de- 
rivatives globally, RBI has recently pro- 
posed to introduce them in India also, 
albeit in a calibrated manner. The 
move, which will help banks and pri- 
mary dealers to hedge against loan de- 
faults, is poised to largely reduce the 
risk of default in the Indian financial 
system. 


Global glory 

Though credit derivatives have been in 
existence since the beginning of 1990s, 
they became popular only in the late 
1990s during the Asian and Russian 
financial crises when some smart 
banks demonstrated these instru- 
ments’ ability to shed the risk. Inter- 
estingly, credit derivative is the latest 
among the raft of financial innovations 
after the loan sales of the 1980s and 
securitization of the 1990s. However, 
it has emerged as the fastest growing 
financial instrument in the world. 

A credit derivative, typically, is a 
contract where the lender (default pro- 
tection buyer) repackages and trans- 
fers the credit risk to another party 
(default protection seller) in exchange 
for regular periodic premium pay- 
ments. In the event of the borrower's 
default, the protection seller has to 
compensate the protection buyer for 
the remaining interest and principal 
payments. Essentially, it works on the 
lines of the concept of insurance where 
the insured pays regular premiums to 
the insurance company which will, in 
turn, make the payment good when the 
insured event happens. 

Globally, these instruments are, by 
and large, used by banks, broker-deal- 
ers, institutional investors, insurers, 
reinsurers, money managers, hedge 
funds, and corporate treasurers to hedge 
and diversify their credit risk. Though a 
host of exotic credit derivatives, such as 
total return swaps, credit spread op- 
tions, credit-linked options, Collateral- 
ized Debt Obligations (CDOs), Collater- 
alized Loan Obligations (CLOs), float- 
ing Collateralized Mortgage Obligations 
(CMOs), swaptions, etc., are available in 
the market, the plain vanilla Credit De- 
fault Swaps (CDSs) are the most popu- 
lar and largely traded instruments. 
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INTERVIEW 


Credit derivatives are today the fastest growing segment of the OTC derivatives market. 


India has recently opened its doors to credit deriva- 
tives. Do you see this as a welcome move? 

The Reserve Bank of India (RBI) came up 
with draft guidelines on credit derivatives in 
March 2003. The governor's credit policy in 
April this year stated that the RBI will intro- 
duce credit derivatives in India in a calibrated 
manner and that the RBI will come up with 
guidelines by May 15, 2007. On May 16, 2007, 
the RBI posted yet another draft of the guide- 
limes for public comments. 

Between March 2003 and May 2007, more 
than four years have elapsed and there are 
several developments that speak aloud of the 
opportunities that we have missed. One, dur- 
ing this time, the global credit derivatives vol- 
ume zoomed from $2.2 tn (end 2002) to $34 tn (end 2006)—a 
growth of nearly 160046. Credit derivatives are today the fast- 
est growing segment of the OTC derivatives market. Two, al- 
most every country that one can compare India with has had 
full-fledged regulatory rules on credit derivatives for quite 
sometime now. Three, several Indian names are traded on a 
regular basis in global credit derivatives markets and two 
Indian names are a part of a popular traded credit derivatives 
called iTraxx Asia ex-Japan. In the absence of regulations lo- 
cally, several banks have been forced to export their credit de- 
rivatives business with reference to Indian names through 
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their overseas subsidiaries. There have, in 
fact, been some synthetic CDOs with all 
Indian names. Fourth, the global market has 
come a long way from the bilateral credit de- 
fault swaps—today, the market is abuzz 
with hundreds of thousands of trades in in- 
dex tranches, which is a pool of synthetic ex- 
posures on selected names in different coun- 
tries and different geographies. 

Let no one make the mistake of believing 
that India lacks the know-how or expertise to 
handle credit derivatives. Anyone who knows 
the derivatives market would agree that 
world over, credit derivatives desks in most 
global investment banks are manned by In- 
dians. In addition, several of the large credit 
derivatives dealers, investors and hedge funds have exported 
credit derivatives pricing and administration to India. Hence, 
a large part ofthe $34 tn trade is one way or the other stationed 
in Bombay or Bangalore. 

In short, for no particular reason, India has delayed the 
introduction of credit derivatives. 

However, it is better late than never. Therefore, the move is 
welcome. 


What are the risks and benefits associated with credit derivatives? 
АП derivatives are, to an extent, based оп a speculative mo 


Indeed, in recent times, global banks are 
more inclined to use them as trading in- 
struments rather than hedging instru- 
ments. 


India's inclination 
Although the RBI framed the draft 
guidelines for the introduction of credit 
derivatives in March 2003, absolutely 
nothing much happened after that. 
Nonetheless, after gazing at the explo- 
sive growth of these instruments glo- 
bally, India has made another attempt 
to open its door to credit derivatives. 
Again in May 2007, the RBI put up 
draft guidelines for public comments. 
Industry experts feel that the RBI is 
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allowing credit derivatives at a right 
time when the lending is soaring. Also, 
the credit growth rate is soaring signifi- 
cantly at 3096 per annum as the Indian 
economy is growing at a rate of 996 per 
annum. Moreover, since corporate India 
is planning to invest $500 bn in the 
coming three years, banks are gearing 
up to increase their lending capacity to 
meet this prospective rise in capital ex- 
penditure. However, at the same time, 
they do need an avenue to offload the 
associated risk. It’s here the credit de- 
rivatives serve the purpose by effec- 
tively shedding the risk. 

However, the RBI’s draft guidelines 
impose many restrictions on parties 


who wish to transact in credit deriva- 
tives. All the parties involved in the 
deals should be resident Indians and 
all the deals should be denominated in 
Indian currency only. Also, it is manda- 
tory that credit should be extended only 
to the borrowers who are rated. 
Keeping the valuation, risk man- 
agement and accounting complexities 
of the credit derivatives in view, the 
RBI has decided to allow them in a 
calibrated manner. Therefore, it has 
initially allowed only the plain vanilla 
CDS which provides protection to a 
single borrower rather than many. 
Also, the guidelines allow only local 
banks and primary dealers to transact 
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tive, in more refined language, called the trading motive. The 
volume of credit derivatives itself is several times that of the 
outstanding debts of world banking. 

The biggest risk is the sheer volume, which itself implies 
that the debt of major corporates of the world is being traded 
several times over. Assuming that the total amount of bets 
on X Corp, a global name, is 10 times its actual debt out- 
standing, X Corp's bankruptcy would mean 10 times as much 
losses to the market. 

That apart, the credit derivatives business today works in 
structured tranches. A tranche implies breaking of credit risk 
into several slices. There is more money to make in the junior 
slices, which indicate a very high level of economic leverage. 

Thus, any major deterioration in the credit quality of a few 
corporates may send the whole market into a tizzy because of 
the extreme level of leverage. 

It is notable that the development of credit derivatives 
and that of the hedge fund industry have moved hand in hand. 
Both have supported each other. Today, statistics reveal that 
about 60% of credit derivatives trades are coming from hedge 
funds. Hedge funds are hot funds—their mandates, most of- 
ten, contain triggers which require them to wind down or scale 
down operations when losses go beyond a level. So, if things 
start turning bad, hedge funds will have to withdraw their 
equity support to the credit derivatives market, creating a 
tremendous liquidity pressure. What is bad may turn worse 
very quickly. 


How is this product different from taking an insurance cover for the loan 
portfolio? 

Insurance is based on principles of indemnity. An insurer 
pays for the actual losses of the insured. Credit derivatives 
are stand-alone contracts. There is a risk transfer, but the 
protection buyer does not have to hold the asset that he is 
buying protection against, and therefore, the losses ofthe pro- 


tection buyer are neither affected by nor limited to his actual 
loss. 

This critical distinction has allowed credit derivatives to 
play as a parallel market to bonds and equities. 


Given the underdeveloped bond market scenario of India, do you think 
there would be any investors in local markets who will he interested in 
buying these products? 
Internationally, the credit derivative market is far more liq- 
uid than bonds. Bonds require actual investment by the 
buyer, and actual availability of the bond from the viewpoint 
of the seller. Credit derivatives require neither. Bonds cannot 
be short sold; credit derivatives entail both long and short 
trades. 

I have no doubt that the market for credit derivatives will 
be far more liquid than that for bonds. 


If not, do you opine that any foreign investors would be allowed to trade 
in these derivatives? 

It is a pity that lots of Indian names are already been traded 
in the overseas market and it is only Indian banks that have 
been denied the opportunity of trading in Indian names due to 
regulations. 

So, I would say, there is a lot of international trade al- 
ready happening on Indian names and there is a strong India 
interest. 

As to whether foreign trades should be allowed to trade in 
India, I would say, the existing capital account/current ac- 
count restrictions may be allowed to have their play. 


How do you foresee the impact of credit derivatives on the growth of the 
banking industry as well as bond markets? 

I would see the cost of credit coming down. I would see more 
efficient pricing of credit risk of entities. I would see in general 
more maturity in the market. 


in CDSs. The objective of a CDS 
should be to hedge against the credit 
risk. However, as the banks don't have 
to take on the credit risk through this 
way, it definitely enhances the lending 
capacity of conservative banks who 
usually hesitate to lend to a single bor- 
rower beyond a point. 

Besides this, it provides an oppor- 
tunity for banks who act as protection 
sellers to diversify their concentrated 
loan portfolio. For instance, if a par- 
ticular bank has extended loans only to 
a particular sector and is now worried 
about the risk of concentrated loan 
portfolio, it can diversify its portfolio 
and get exposed to other sectors by act- 
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ing as a protection seller. Even the 
bondholder, who is not comfortable 
with the issuer's credit repayment ca- 
pacity, can opt to hedge the risk of de- 
fault through credit derivatives. How- 
ever, industry experts are anticipating 
that premium amounts paid by the 
banks could be eventually passed on to 
the customers, thereby impacting the 
loan pricing. 


Boosting liquidity 

The fact that a few Indian borrowers 
such as ICICI Bank, Reliance Indus- 
tries, SBI, and Tata Motors, are already 
trading in credit derivatives in the over- 
seas markets signals the need for these 


instruments in domestic markets as 
well. Though the introduction of credit 
derivatives was delayed for long, it is, 
however, better late than never. 

Though it's the plain vanilla CDS 
which could rule the roost initially, 
analysts are anticipating that other 
risk hedging options will also enter the 
market as it matures. It is expected 
that credit derivatives will make the 
credit and bond markets more liquid, 
transparent and efficient by enabling 
better price discovery in India's illiq- 
uid bond markets.m 


— Y Bala Bharathi 
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In High Spirits! 


With the high-profile acquisition of Scotch giant Whyte & Mackay, United 


Spirits has solidified its position in the global liquor arena. 





With the UB Group's ability to sell 
and market brands, Whyte & Mackay 
will be taken to a new level again. Vijay is 
a worla-class businessman with honor, 
integrity, flair and a great instinct for 
business. 

— Vivian Immerman 
Former CEO, W&M. 


fter months of being fodder for 
whisper columns, United Spir- 
its Limited (USL), the flagship 


of the United Breweries (UB), led by its 
charismatic Chairman and the beer 
baron, Vijay Mallya, is again ir the lime- 
light. In his usual astutely majestic 
style, Mallya acquired 100% in Glasgow- 
based Scotch giant Whyte & Mackay 
(W&M), the world's fourth largest Scotch 
maker. The historic £595 mn ($1.18 bn) 
acquisition of W&M, which boasts of pro- 
ducing nearly 10% of the worid's Scotch 
whisky. gives Mallya a first-mover ad- 
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vantage in an industry where success is 
determined by mindspace. Whatsoever, 
the deal came at the right time for USL 
and for India Inc. which is increasingly 
making its presence felt in the global 
arena and has immediately sent the 
shares of USL to vault by 7% on the NSE, 
thereby gaining $2 bn in terms of market 
capitalization. 

The acquisition now makes the UB 
group the world's second largest liquor 
maker and plugs a ‘missing link’ in the 
ОВ” product portfolio by giving the com- 
pany the strong presence it needed in the 
Scotch whisky market. USL always had 
the volume behind it. In 2002, it joined 
the league of global top five players by 
acquiring 85% stake in Triumph Distill- 
ers & Vintners, and displaced Bacardi, 
the world's largest privately held and 
family-owned spirits company, from the 
fourth slot a year later. Following the ac- 
quisition of Shaw Wallace from 





Chhabria family in 2006, the company 
climbed to the third slot next only to the 
world's largest multinational beer, wine 
and spirits companies, UK-based 
Diageo and France-based Pernod 
Ricard. Now, with this high-profile ac- 
quisition, which is the biggest by Asian 
standards in the scotch domain (this 
takeover has beaten the earlier Asian 
takeovers of Morrison by Japanese ma- 
jor and Thailand-based Pacific Spirits’ 
buyout of Inver House), Mallya has ac- 
complished his long-standing desire and 
entered the lions' den by defeating strong 
contenders like William Grant and Car- 
ibbean powerhouse, CL Financial. In an 
analyst presentation, USL sources re- 
vealed that the buyout will increase the 
scale of UB by 33% and EBITDA by 80% 
and margins by 5%. The leveraged 
buyout is funded by a line of credit from 
ICICI Bank UK (£325 mn) and Citibank 
(£310 mn). The £40 mn remaining after 
the acquisition cost is met would facili- 
tate headroom for near-term capital ex- 
penditure requirements. 


Securing scotch 

Though the USL saw volume soar from 
15 to 66 million cases in about a decade, 
it remained an unknown player globally, 
with most of the volume locked up in 
Indian spirits. Barring rums, no other 
products could enter the Western mar- 
ket, owing to definitional issues. More- 
over, due to acute shortage and escalat- 
ing prices of Scotch whisky, USL ur- 
gently needed a reliable supply source to 
secure its future, considering the fact 
that USL uses scotch in their Indian 
blends. Moreover, the potential for pre- 
mium Scotch whisky in India is enor- 
mous and with the acquisition of W&M, 
USL now possesses a strong portfolio of 
internationally recognized brands which 
it is likely to introduce immediately to 


| Chartered Financial Analyst | 


UB – Whyte & Mackay 





the Indian market and use its strong dis- 
tribution muscle to their advantage. 
Given the huge international distribu- 
tion network, USL can look forward to 
export its brands from India. 

But it must be pointed out that glo- 
bal biggies stayed away from W&M 
even though its exiting promoters 
looked for other suitors after Mallya 
placed an unsolicited bid last year. Glo- 
bal industry observers say that W&M 
was clearly unattractive for Diageos 
and Pernods of the world. Moreover, the 
W&M has a comparatively weak brand 
portfolio with core operations concen- 
trated on the bulk Scotch trading and 
private labels. Apart from the flagship 
W&M Scotch whisky, which is present 
in duty-free trade across the world, 
most of the other brands including 
Dalmore or Isle of Jura have a limited 
geographical appeal. Moreover, whisky 
sales are falling globally due to the 
drink's image problem. Now it's seen as 
an unfashionable drink worldwide; all 
right for old-time fuddy-duddies but not 
for hip youngsters. In value terms, 
Scotch whisky exports have declined in 
diverse markets as far apart as Ger- 
many, Greece, Denmark, Canada and 
Brazil between 2004 and 2005. But In- 
dia and China present a startling con- 
trast. Their legal Scotch imports leapt by 
nearly 9096 in the same period. It is this 
awareness, and also the fact that India 
and China are homes to one-third of 
mankind, that prompted Mallya to pay 
$1.18 as acquisition price for Whyte & 
Mackay. Given that, the acquisition is 
certainly a good fit for USL, especially on 
the home turf where whisky accounts for 
nearly 65% of hard liquor sales, whereas 
rum, vodka, gin and brandy together 
share the other 35%. However, Vijay 
Rekhi, President of USL and a close aide 
of Vijay Mallya, contradicted it saying, 
“We did not buy Whyte & Mackay for In- 
dia and China. We bought it for its inter- 
national appeal." 


Quenching thirst 

This acquisition gives Mallya, who's re- 
ferred to as India's Richard Branson 
(Iconic Branson is the founder of Virgin 
Group whose portfolio includes busi- 
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nesses such as international music 
Megastores, air travel, mobile, financial, 
retail, music, Internet, drinks, rail, ho- 
tels and leisure, with around 200 compa- 
nies in over 30 countries) by the UK me- 
dia, the needed sting and a launching 
pad to become a global liquor player. 
Brands he will possess include epony- 
mous Whyte and Mackay Scotch, Isle of 
Jura Single Malt and Dalmore Single 
Malt, Glayva, Fettercairn as well as 
Vladivar Vodka, and thereby providing 
him an opportunity to penetrate Euro- 
pean, Russian, Middle-East and Chi- 
nese markets, besides keeping competi- 
tion from the likes of Diageo and Pernod 
Ricard at bay in India. More impor- 
tantly, Whyte and Mackay's stocks of 
aged bulk Scotch is also now available to 
UB’s kitty. 

W&M's bulk Scotch inventories of 
115 million liters are not only very valu- 
able but will allow United Spirits the op- 
portunity to meet their own growing re- 
quirements for their brands in India. The 
Invergordon Distillery near Inverness is 
one of the largest Scotch whisky distiller- 
ies with a capacity to produce 40 million 
liters of alcohol per year. This production 
will provide United Spirits with a lasting 
source of Scotch whisky to meet its global 
requirements. In addition, Invergordon 
will remain a key strategic provider of 
bulk Scotch whisky to industry majors. 
Mallya said the deal will help in making 
Scotch whisky available in India, China 
and the Gulf. Also, the latest takeover 
will improve the group's cash flow, much 
needed to beef up its airline business. 
Now, Mallya is seriously mulling over 
listing his international spirits business 
on the London Stock Exchange to raise 
more capital in the future to fund more 
international deals. 


Three cheers to 'King of Good 
Times' 

The situation back home, however, is not 
as rosy as people overseas tend to think. 
Liquor is a state subject and it's one of 
the highest revenue generators for the 
states, and it isn't as if the states are 
going to give up control over it ever. Be- 
sides, there are several other issues like 
reciprocity of market access which are 


hurting the Indian made liquor. For ex- 
ample, in a state like UP, it is required to 
inscribe health warnings in three differ- 
ent languages—a Scottish liquor maker 
may not be willing to put warnings in 
Urdu on its bottles. Further, the influen- 
tial Scotch Whisky Association (SWA) is 
open to welcoming Vijay Mallya into the 
fold, but will not give him a free ride and 
USL will have to commit to certain code 
of conduct. This SWA membership is 
very important since it confers several 
benefits, including automatic Intellec- 
tual Property Rights (IPR) protection of 
brands. Hence, the mere acquisition of 
Whyte & Mackay may not be enough for 
USL to break into the powerful SWA. 
Before entering the SWA the USL has to 
ensure that it will stick to SWA's mar- 
keting and branding code and enter into 
a memorandum with the UK govern- 
ment on fraud management, and adhere 
to necessary norms when Scotch is 
blended with Indian spirit for rolling out 
admixes. The blended product cannot be 
passed on as a produce of Scotland if it 
is bottled in India, since the constituent 
character of the blend should be men- 
tioned on label. The SWA has com- 
mented that it will take USL to court if 
the company tries to sell its popular 
McDowell's brand in any country other 
than India. In case, it does market its 
brand in another country, it will have to 
label it as a non-Scotch product. More- 
over, SWA has several times pointed out 
that its community of Scotch whisky 
companies has been suffering because it 
has been unable to develop the signifi- 
cant market potential in India because 
of the nation's high duty structure. The 
SWA has said that Scotch whisky and 
other imported spirits face a range of 
barriers to India's 100-million-case do- 
mestic spirits market which include ba- 
sic customs duty of 150%, additional 
duty of 25-150% and extra additional 
duty of 496. Notwithstanding, it would 
not be surprising to see that Mallya, the 
self-proclaimed King of good times, may 
be content with this and may not be on 
the prowl again.m 


– Amit Singh Sisodiya and Sanjoy De 
Reference # 01M-2007-07-18-01 
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Post: General Manager- Finance 

Company: B Raheja Builders 

Job Desc: Candidate should laision to practice 
for managing the audit & finance functions. 
Profile: Candidate should laision to practice for 
managing the audit & finance functions. 

Exp: 10-15 

Location: Mumbai 

Email: jobs@braheja.com 


Post: Company Secretary. 

Company: Bajaj Steel Industries Ltd. 

Job Desc: The candidate should be responsible 
for the legal anc financial running of the 


"e eil 
Profile: Should be able to deal weil and 
administrative matters. Should be a direct link 
between the directors of the company and 
shareholders. 

Exp: 7-9 

Location: Nagpur 

Email: lavbajaj@bajajngp.com 


Post: Sr.Manager- Internal Auditor 
Company: BCL 

Job Desc: The incumbent directly executes 
audits (interviews and testing, database 
update, provide periodic update to dient: 
contributes to the final and draft report). 
Profile: Looking for a С.А. / IL.C.W.A. / 
M.B.A.(Finance) having a relevant prior working 
exposure in the similar profile. 

Exp: 10-15 

Location: Chennai 

Email: hrhead@bcl.in 


Post: Manager- Accounts 

Company: Branamputra Consortium Ltd. 

Job Desc: Would be responsible for 
Co-ordination, consolidation and supervision of 
all accounts of Branches and Project Sites. 
Profile: Candidates must be qualified Chartered 
Accountant having a total experience of above 
5 years in Accounts and Taxation. Candidate 
having experience in Construction industry will 
be preferred. 

Exp: 4-6 

Location: Delhi 

Email: shivani@brahamputra.com 


Post: Freelance Financial Consultant 
Company: Buds & Blossoms 

Job Desc: Will have to source funds for a 
project of 10 crores for an international school, 
to systematize the entire financial proceedings 
of a year and bring out a consolidated report 
and also indicate other profitable paths to 
higher income gain. 

Profile: The ideal shall be passionate to develop 
a growing school and provide systems 

Exp: 10-15 

Location: Cuddalore 

Email: buds_recruitment@yahoo.com 


Post: Assistant Manager- Accounts 

Company: Club Mahindra Holidays 

Job Desc: Would be responsible for Day to day 
operations of accounts, credit, audit 
departments of 5 star resort. 

Profile: Should be a Mcom / Bcom Graduate 
with knowledge im computers. 

Exp: 3-8 

Locaticn: Coorg 

Email: hr@clubmahindra.com 


Post: Assistant General Manager- Project 
Manager 

Company: GMR Energy Ltd. 

Job Desc: Will have to finalize Financial model 
for the assigned project and arrange for debt 
and equity. Calculate the debt and equity 
requirements for new bids or projects and 
organize to arrange for funds. 

Profile: Required an Engineering Graduate, MBA 
Finance with at least 10 - 12 years of 
experience. Should have at least 6 years of 
experience in projects within the power sector. 
Exp: 9-13 

Location: Bangalore 

Email: Energy.Careers@gmrgroup.co.in 


Post: Manager- Finance & Accounts 

Company: HBL Power Systems Ltd. 

Job Desc: The ideal would be responsible for all 
the Accounts and Finance functions 

Profile: Should be a Commerce Graduate with 
Accounts and Finance experience ina 
manufacturing industry. 

Exp: 5-10 

Location: Hyderabad 

Email: resumes@hbl.in 


Post: Commercial Manager 

Company: HCL Infosystems Ltd. 

Job Desc: Would be ensuring optimum 
outstanding collection from clients like 
Government / Federal clients etc without 
affecting the long term relationships and 
potential business. 

Profile: Should have a strong Business Acumen, 
excellent communication skills , relationship 
building skills, Self driven ‚аззег ме. 

Exp: 5-9 

Location: Delhi 

Email: career4u@hcl.in 


Post: Assistant General Manager- Finance & 
Accounts 

Company: Hercules Hoists Ltd. 

Job Desc: The ideal would take care of all the 
Company Law matters, Income Tax, Sales Tax, 
Excise etc. 

Profile: A well Qualified C.A. having wide 
experience of 10 to 12 years in the areas of 
Accounts, Banking, Working Capital 
Management, Finalization of Books of Accounts, 
Co-ordination with Internal Auditors etc. 

Exp: 10-12 

Location: Mumbai 

Email: pps@indef.com 


Post: Manager- Commercial 

Company: Home Solutions Retail (India) Ltd. 
Job Desc: Will have to manage overall 
commercial operations of the store & ensure 
profitability of the store jointly with the Unit 
Head 

Profile: Required a Chartered Accountant or 
ICWA or ACS with 10 years of experience in 
retail / consumer goods industry / trading 
organization. 

Exp: 8-12 

Location: Bangalore 

Email: homesolutions.resume@gmail.com 


Post: General Manager- Finance 

Company: Hunter Telecom India Pvt. Ltd. 

Job Desc: Shall have the knowledge of IPO, 
Auditing and compliance; Corporate Accounts, 
MIS, Cash & Funds Flow Management Budget 
Development and management 


Profile: The ideal should be a CA & would be 
responsible for Management of Working Capital 
& Cash Flows; Monitoring and control of 
Receivables and Payables, Allocation of 
Resources. 

Exp: 8-12 

Location: Gurgaon 

Email: HR@huntertelecom.in 


Post: Manager- Accounts 

Company: Indiabulls 

Job Desc: Would be responsible for vendors 
payments & employee reimbursements. 
Profile: Shall have an expertise in TDS, service 
tax, accounting, bank and vendor 
reconciliations, expense processing, finalization 
of statutory and tax audits 


Exp: 3-4 
Location: Gurgaon 
Email: hr@indiabulls.com 


Post: Head- Operations 

Company: K R Choksey Shares & Securities 
Pvt. Ltd. 

Job Desc: The ideal would be responsible for 
Risk Management Banking & Depository Branch 
Management Team Management 

Profile: Must have a good understanding of 
broking business 

Exp: 3-8 

Location: Mumbai 

Email: hr@krchoksey.com 


Post: Executive- Internal Audit 

Company: Kores Ltd. 

Job Desc: Would be responsible for conducting 
audit of various manufacturing/trading divisions 
in different fields, functions, branches including 
financial books of accounts across India. 

Profile: Should be able to handle internal audit 
activities for manufacturing, corporate, material 
audit observation & concise reporting ability. 
Exp: 3-5 

Location: Mumbai 

Email: hrd@kores-india.com 


Post: Officer- Insurance 

Company: Kothari Medical Centre 

Job Desc: Handling insurance related jobs will 
be the main responsibility of the candidate. 
Profile: Required a retired insurance officer for 
efficiently handling insurance related matters. 
Shall have relevant qualifications along with the 
prior working exposure in the similar profile. 
Exp: 7-12 

Location: Kolkata 

Email: kothari-ho@ricmail.com 


Post: Analytics Science Manager 

Company: Fair Isaac Corporation 

Job Desc: Provide consulting services to clients 
in Asia and the rest of the globe on a range of 
analytics based services across the customer 
lifecycle and in various domains including retail 
banking risk management, marketing analytics, 
fraud, & pharmaceutical/ healthcare. 

Profile: Deep experience with various modeling 
methodologies in a development or research 
role, including developing scoring algorithms is 
required 

Exp: 4-9 

Location: Bangalore 

Email: BangaloreJobs@fairisaac.com 
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Post: Manager- Accounts 

Company: Nitco Tiles Ltd. 

Job Desc: Finalization of Balance Sheet, 
preparation of Budget at Corporate level, 
monthly MIS report, analysis of variance 
between budget and actuals, etc. 

Profile: Chartered Accountant within 4-5 years 
experience in Budgeting, MIS and Variance 
analysis, from Manufacturing industry. 
Exp: 4-8 

Location: Mumbai 

Email: recruitment@nitcotiles.com 


Post: Sales Manager- Vehicles 

Company: Reliance Capital Ltd. 

Job Desc: The incumbent would be responsible 
for Developing Vehicles Loans Business, Team 
Management- Handling a team of Sales 
Executives in the Vehicles domain. * 

Profile: The candidate should have 4-6 yrs of 
marketing experience in Car Loans domain. 
Exp: 4-8 

Location: Delhi 

Email: агип.а.уегта@гейапсеада. сот 


Post: Assistant Branch Manager 

Company: Reliance Life Insurance Co. Ltd. 
Job Desc: Planning & Implementing all the 
marketing, sales and customer care related 
activities for the branch. Set and achieve 
branch targets, Recruitment & training of Sales 
personnel. 

Profile: Shall have at least 3 - 5 years of 
experience of which 2 years preferably in 
Agency Sales 

Exp: 3-5 

Location: Sonipat 

Email: rabia.dhody@relianceada.com 


Post: Program manager 

Company: Royal Sundaram Alliance Insurance 
Company Ltd. 

Job Desc: Will have to manage the all India 
renewal program for personal insurances, 
create robust MIS for renewals with 
daily/weekly/monthly activity charts 

Profile: Will have the knowledge of statistics, 
team working, leadership, has some exposure 
to renewals (credit card, mobile, insurance 
industry) 

Exp: 8-12 

Location: Chennai 

Email: rs.careers@in.royalsun.com 


Post: Assistant Manager- Commercial & 
Logistics 

Company: Sanyo BPL Pvt. Ltd. 

Job Desc: Inventory Management, Monitor 
fixed and variable expenses, VAT returns and 
assessment, dealer claim settlement, Negotiate 
with transporters for freight charges are the 
part of the responsibilities. 

Profile: Must have an experience in commercial 
with exposure to ERP and good knowledge of 
MS office required. Familiar with SAP an 
Customs procedures is a must. 

Exp: 7-8 

Location: Mumbai 

Email: pm.chandrikaGsanyobpl.com 


Post: Commercial Head 

Company: Sayaji Hotels Ltd. 

Job Desc: Will have to ensure timely comple- 
tion of accounting work with enhancing it's 
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quality, Compliances of Statutory obligations, 
Payables Management, Setting procedures for 
smooth flow of department. 

Profile: Required a C.A. /I.C.W.A. / MBA ( FI- 
NANCE ) with 6-8 years of relevant work experi- 
ence in the similar field. 

Exp: 6-8 

Location: Indore 

Email: hrd@barbeque-nation.com 


Post: Manager- Accounts & Finance 

Company: Swift Mail Communications Ltd. 

Job Desc: Would be managing team of 4-5 ac- 
counts executives, taking reports & overseeing 
day-to-day operations, handing entire taxation 
department, financial department etc. 

Profile: Should be having in-depth knowledge of 
accounts & taxation issues, expert at tally along 
with the knowledge of systems & procedures 
Exp: 3-7 

Location: Chennai 

Email: hrd@swift-online.com 


Post: Executive- Costing 

Company: Syntel Ltd. 

Job Desc: Shall have 5-8 Years post-qualifica- 

Em тена along with an expertise їп MS 
xce 

Profile: Looking for an ICWA/ MBA (Finance) 

along with the thorough knowledge in 

Costing/Pricing. 

Exp: 4-5 

Location: Mumbai 

Email: Smriti_Girotra@syntelinc.com 


Post: Circle Finance Head 

Company: Tata Tele Services Ltd. 

Job Desc: The applicant will be responsible for 
Accounts & Controls, Circle Accounts, Budgetary 
Control, Inventory Controls, Sales Scheme 
Monitoring, Commercial Negotiations & T&C Fi- 
nalization. 

Profile: Shall have relevant qualifications along 
with the prior working exposure in the similar 
profile. 

Exp: 10-14 

Location: Ahmedabad 

Email: careersguj@tatatel.co.in 


Post: Manager- Finance 

Company: Wallace Pharmaceuticals Pvt. Ltd. 
Job Desc: Plant Accounting, Coordinating with 
Financial Institutions /Banks/MIS report are the 
part of the responsibilities, 

Profile: Will be independently handling the ac- 
counting & finance aspects pertaining to Plant 
Providing the monthly MIS to the 
Management.Implementaion of sound account- 
ing practice/systems. 

Exp: 4-7 

Location: Panjim 

Email: hrd@wallacepharma.net 


Post: Manager- Control & Risk Management 
Company: Welspun 

Job Desc: Will have the complete SIDON 
of financial and business control for the com- 
pany as a whole 

Profile: Shall have the knowledge of processes 
and methods of data capture, transaction moni- 
toring, reporting deviations thereof. 

Exp: 4-8 

Location: Mumbai 

Email: astha_lodha@welspun.com 


Post: Cost Accountant 

Company: AIG Ltd. 

Job Desc: The ideal candidate would be 
responsible for maintenance of cost records, 
Costing of various projects, verification of 
bills submitted by the contractors. 

Profile: Required an ICWA with 5 years of 
project experience & good knowledge of 
Project based accounting. 

Exp: 5-8 

Location: Nigeria 

Email: rakesh.african.industries@gmail.com 


Post: Vice President- Accounts 

Company: Bajaj Capital Ltd. 

Job Desc: The applicant should be able to 
handle a team of accountants and can have 
overall control & supervision of business 
operations. 

Profile: Looking for a CA with atleast 15-18 
years of experience. Will be responsible for 
Calculation of TDS on salary and other 
expenses. 


Exp: 15-18 
Location: Bangalore 
Email: rupalij@icfpindia.org 


Post: General Manager- Accounts 
Company: Doshion Ltd. 

Job Desc: Shall be responsible for the 
coordination and monitoring of all activities 
and overall performance of the accounts 
department. 

Profile: Finalization and preparation of 
monthly and Yearly Profit & Loss A/c., 
Balance Sheet with the help of other GMs ( 
F& A cum CS ). 

Exp: 10-15 

Location: Ahmedabad 

Email: careers@doshion.com 


Post: Vice President- Commercial 
Company: ERA Group 

Job Desc: Will have to handle the 
commercial part of the company with 
reporting to the Head of the Company. 
Profile: Required a CA/ICWA with a rich 
prior working exposure in heading the 
company/financials. The candidate should 
have good exposure to Financial 
management and running the operations. 
Exp: 23-33 

Location: Delhi 

Email: career@eragroup.in 


Post: Analytics Science Manager 

Company: Fair Isaac Corporation 

Job Desc: Provide consulting services to 
clients in Asia and the rest of the globe on a 
range of analytics based services across the 
customer lifecycle and in various domains 
including retail banking risk management, 
marketing analytics, fraud, & 
pharmaceutical/ healthcare. 

Profile: Deep experience with various 
modeling methodologies in a development 
or research role, including developing 
scoring algorithms is required 

Exp: 4-9 

Location: Bangalore 

Email: BangaloreJobs@fairisaac.com 
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It's an emblem...it's an urban sprawl...No, it's a shopping mall! 





We used to build civilizations. Now we 
build shopping malis. 
— Bill Bryson 


e towering concrete building 
that is comfortably ensconced in 
a szrategic location ofthe city, the 
imposing glass facade that is embla- 
zoned with logos of brands ranging from 
apparels to shoes, the ubiquitous bill- 
boards and banners that proudly pro- 
claim the availability of fast food, elec- 
tronic gadgets, gifts and novelties, 
swarms of people, consisting mostly of 
trendily-dressed teenagers and 20 some- 
things buzzing arcund and enjoying the 
luxury and ambience of the centrally air- 
conditioned floors – welcome to the Shop- 
ping Mal, the neuve symbol of India's 
tryst with economic boom. 

The retail network in India, as else- 
where, has come a long way from the 
small stores in the neighbourhood that 
sold everything from groceries to trinkets 
to stationery. The market reforms of the 
1990s and the subsequent information 
technology revolution have given rise to a 
thriving middle class and а cosmopoli- 
tan culture. To the young generation, 
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which grew up in this atmosphere thick 
with inst changes, the traditional 
neighbourhood store looked an anachro- 
nism, something that was too dreary and 
dull for their too fast and furious 
lifestyles. Their cash-rich middle class 
parents in the cities were looking for a 
place that combined family outings, 
shopping, and entertainment. And when 
the malls appeared, they took to them 
like a duck to water. 


Hip and happening 

A mall is the visible manifestation of 
India's retail boom. It is all about orga- 
nized retailing, better distribution, and 
sound logistics. The glistening exterior 
and the tastefully-done interiors, the 
neatly arranged sections of stores, the 
availability of a host of necessities under 
one roof, the convenience of shopping at 
your own pace without any hassles, and 
above all, ample parking space — malls 
offer all these and much more. It's no 
wonder that India's growing middle 
class, with disposable incomes, are flock- 
ing to these fashionable and rich mini- 
worlds. As more and more Indians 
throng the malls, more and more malls 


seem to be popping up on India's land- 
scape. Businessmen and real estate de- 
velopers, who are only too eager to cash in 
on the mall mania, have already swung 
into action. By 2009, some 600 malls are 
expected to dot the market map of India, 
with New Delhi and its vicinity account- 
ing for 100 of them. While that may not 
be a conservative estimate, the fact is a 
rash of malls is suddenly spreading 
across the country. According to one esti- 
mate, around 400 malls are already un- 
der construction, and this construction 
activity is not confined to big cities such 
as New Delhi and Mumbai alone. 
Gurgaon is one place where malls seem 
to be sprouting up with unfailing regular- 
ity. In fact, the dubious sobriquet “The 
Shopping-Mall Capital of India” goes to 
Gurgaon, which was not long ago a small 
suburb that remained dwarfed by the 
imposing presence of its neighbour, 
Lutyens’ New Delhi. 


Size matters 

Gurgaon is home to an impressive num- 
ber of malls that include DLF City Cen- 
tre, DLF Grand Mall, DLF Mega Mall, 
DLF Star Mall, MGF Metropolitan 
Mall, MGF Mega City, and Sahara 
Mall. And, then, there is the mother of 
all malls that is coming up in the city on 
40-lakh sq ft, which according to its de- 
veloper DLF Universal, will be the big- 
gest mall of the world when it becomes 
operational. This mother of all malls – 
aptly christened the “Mall of India” — 
will be spread over 32.87 acres of land 
and will have parking space for 10,000 
cars. The mall, which is coming up at the 
Delhi-Jaipur Highway (NH-8), is ex- 
pected to be opened in August this year. 
While such a humongous structure is not 
coming up in every other city, construc- 
tion of malls is going on in full swing in 
many cities such as Ahmedabad, 
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Coimbatore, Ludhiana, Vijayawada, 
Visakhapatnam and Pune. As for the 
major cities, Mumbai, as expected, is 
witnessing the biggest mall-construction 
activity, with around 30 malls coming up 
at the cost of a whopping Rs.4 billion. 

Some analysts are of the opinion that 
easy accessibility to real estate at afford- 
able prices is one of the important rea- 
sons for the boom in mall construction 
activity in cities such as Mumbai. Others 
feel that India’s mall owners are inter- 
ested mostly in developing properties 
and then selling it. Vikram Bakshi of 
McDonald’s says, “In many cases, it’s the 
‘loot-and-scoot’ model. You see an oppor- 
tunity, you build a mall, you sell out and 
leave.” Prominent builders, such as DLF 
and Unitech, concur with that view. 
While conceding that there has been 
speculative mall building, they blame 
the smaller competitors for lacking long- 
term vision. 


The retail boom 

Behind India’s retail revolution lies the 
increasing interest evinced by Indian as 
well as foreign investors in India’s retail 
growth prospects. While India’s 
organised retail industry accounts for 
just 3% of the country’s total retail sales, 
it is poised to grow by 97% per year in the 
next five years to an incredible $24 bil- 
lion. The mushrooming malls are spear- 
heading this growth. 

These malls also offer an avenue to 
several multinational brands and com- 
panies, such as McDonalds, Nike, and 
Reebok, which are not allowed to own 
real estate in India, to sell their wares 
through their Indian subsidiaries or 
franchisees. This could change in the 
coming years, and foreign investors 
might be allowed to get in on the act. And 
when that happens there would be dra- 
matic changes in the retail growth pro- 
cess. Commerce ministry official A.K. 
Dua says, "Foreign direct investment 
will not only expand the market but will 
also bring in competition, and business 
is likely to get more innovative." 

Also, some analysts believe that In- 
dian retail growth process might take 
some time to become effective as the re- 
tail boom has still not touched the small 
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towns and villages spread across the 
country. Right now the focus of organised 
retailing is only on big and small cities of 
India. However, when the organised re- 
tail arm reaches out to about 6.38 lakh 
villages and 5,000 towns of India, the re- 
tail boom would really become a nation- 
wide phenomenon. 


Stop and window-shop? 

Not everyone is quite upbeat about the 
diagnosis though. According to Bakshi, 
"If all the planned malls do come up, 70% 
of them will fail." That is because a good 
number of malls have realised what it is 
like trying to sell things to the middle- 
class Indians. The refrain of a good num- 
ber of retailers in the malls are that a lot 
of people enter the malls out of 
curiousity, or to enjoy the air-conditioned 
ambience, or just to window-shop. 
Priyanka Srinivas, Department Man- 
ager of Ladies' section in Hyderabad 
Central mall says, “ОЁ course, out of 100 
people only about 30-40 buy. However, 
we hope that other visitors get attracted 
to the items on display and remember 
our section when they have to buy some- 
thing the next time." According to KSA 
Technopak, the “conversion rate" ~ the 
percentage of visitors who turn into shop- 
pers - is as low as 10-15% in Indian 
malls. Аз shoppers spend more time and 
less money in the malls, the profits are 
beginning to fall. 

Another reason for the poor sales 
could be the prevailing perception among 
the price-conscious Indian consumers 
that the prices in malls are higher. Many 
believe that the retailers, who pay more 
rent at a mall, may bump up the prices of 
items sold to cover the added cost. In 
other words, India's retail revolution, 
which began with the arrival of the first 
shopping mall seven years ago, is show- 
ing signs of exasperation. Add to this the 
other serious issues that malls in India 
are facing, such as planning, long-term 
funding, and development of retail infra- 
structure. 


Mega buildings and mega sales 

Not everyone is complaining though. 
KVS Santoshkumar, Team Leader, Gal- 
axy Entertainment Corp. Ltd., which 


owns a games section in Hyderabad Cen- 
tral mall, says, "During the summer va- 
cation this year our games section was 
teeming with boys and girls and we did 
roaring business. And, we do good busi- 
ness on other days too." Yogesh Samat, 
Inorbit's chief executive, agrees: “It is not 
correct to say people who visit our malls 
don't shop. We get more than 50,000 
people a day and many of them spend 
money on buying what they need." 

And, the fact that DLF Universal, the 
real estate firm, has planned to build 
about 20 malls in northern India in the 
next few years shows that malls are a 
profit-making proposition. According to 
Pia Singh, Director, DLF Universal, 
stores in the City Centre Май, which her 
company opened in Gurgaon in 2002, are 
making profits. She says, "That's what 
gives us the confidence to go out and build 
more malls." 


Getting the right mix 
What Charles Grossman, Chairman, In- 
ternational Council of Shopping Centers 
Inc (ICSC) said, while speaking at the 
Shopping Centers and Retail Conference 
in Mumbai in August 2005, still holds 
true: owners and developers of Indian 
malls need to consider the importance of 
controlling the management of their 
malls to maximise the value of their in- 
vestment. Another suggestion given by 
Grossman was to explore the right mix of 
tenants. By controlling change (changing 
the mix of tenants) it is possible for the 
Indian mall owners to maximise the 
value of the mall. Also, retailers and de- 
velopers need to consider details such as 
pacing mall development, zoning laws, 
and positioning of specialty or entertain- 
ment malls. The impressive annual 
growth rate of GDP by 9.1% for the Janu- 
ary-March quarter, 2007 indicates that 
consumers have higher purchasing 
power, and this should come as good 
news for all those retailers in malls. 
The tagline of Hyderabad Central 
mall says: “Shop, eat and celebrate." The 
consumers as well as the retailers can 
happily do that as long as the retail boom 


lasts.s 
– R Venkatesan iyengar 
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Ifred Chandler 


Life is an empty canvas on which the invisible morphs into the visible and visible 
dissolves into invisible, and so repeats the cycle of growth even in businesses. 


p—Ó—————Ó——Á———————Á—— ——————— —————————————————— 


Итед Du Pont Chandler, the noted 
| lobal business historian and the 
former professor of business history at 
the Harvard Business School, died of car- 
diac arrest on May 9, at the age 0: 88, in 
Cambridge. He wrote extensively — 25 
ocoks, written or edited ~ on manage- 
ment theory with an exclusive focus on 
innovation and generation of wealth. It is 
the chance discovery of the papers of his 
ancestor, Henry Varnum Poor of the 
Standard & Poor's Corporation, who ex- 
tensively analyzed the important indus- 
try of his day - the railroad - that paved 
the way for young Chandler to take up 
studying history of big business organi- 
zations and in the process map the birth 
of “a new economic institution, the 
managerial business enterprise, and a 
new subspecies of economic man, the 
salaried maneger.” His expioration of 
business history is so intense that a 
popular journalist in 1990 iconizes him: 
“B.C.” means “Before Chandler’. 

In his Pulitzer prize-winning book, 
The Visible Hand: The Managerial Revolu- 
tion in Amertcan Business, Chandler 
traced the emergence of the modern verti- 
cally-integrated, multi-unit enterprise 
operating under a single management in 
the US. He convincingly argued in it that 
it is the *visible" папа of the Ámerican 
managers that has effectively managed 
raw material flows, production, market- 
ing and new product development which 
have led to spectacular growth in sales, 
and profits, for that matter the very busi- 
nesses, and in the process this newfound 
professional management has replaced 
Adam Smiths “invisible hand" of mar- 
kets that was accredited as the coordina- 
tor of the economic activity. 

In this book, Chandler has divided 
American business history into two dis- 
tinctly different phases: One, pre-1850 
and two, the post-1850 phase. According 
to him, the first phase represents the 
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market economy where perfect competi- 
tion was noticed; while the second phase, 
which continues to the present, repre- 
sents ‘managerial capitalism’, and the 
beginning of it is the emergence of the rail- 
road in America, which was the first mod- 
ern enterprise that facilitated the devel- 
opment of other businesses by providing 
reliable, and dependable transportation, 
because of which mass production and 
mass retailing of goods across the country 
became feasible, It thus acted as a cata- 
lyst for the managerial revolution — verti- 
cal integration of a number of factories, 
sales offices, purchasing units, sourcing of 
raw materials, mass transportation, 
mass production using large batch pro- 
cesses, and mass distribution, all into a 
single business managed by full-time 
salaried managers. In the process of de- 
tailing the managerial revolution, he 
avers that “in making administrative de- 
cisions, career managers preferred policies 
that favored long-term stability and 
growth of their enterprises,” and in this re- 
gard the managerial “hierarchy” — proper 
division of responsibilities, conferring 
matching power to fully carryout the as- 
signed responsibilities, putting in place a 
mechanism that checks if responsibilities 
are faithfully executed, prompt reporting 
of derelictions, ifany, for immediate correc- 
tion, collection of such information via 
daily reports without, of course, embar- 


rassing the principal officers, etc., which 
as a whole constituted a svstem of реп- 
eral superintendent to ensure that the 
business is running smoothly without 
the delinquent – afforded a sort of “per- 
тапепсе”, and “power” to aim at contin- 
ued growth. He cites the emergence of 
railroad, telegraph, and steamship that 
have all jointly made it possible for 
Rockefeller building the Standard Oil 
Trust by combining Standard Oil and 39 
allied companies as a classic example of 
the post-1850 managerial revolution. 

His other book — Strategv and Struc- 
ture: Chapters in the History of the Атеп- 
can Industrial Enterprise — is considered 
as the most important work ever written 
by a business historian. Through the 
Harvard's case method, he narrated the 
story of how Ford Motor, Standard Oil, 
General Motors, Du pont, Sears, and other 
familiar Ámerican corporates have be- 
come what they are — leaders, who mostly 
happened to be engineers graduated from 
MIT, wrestling to manage the growth and 
diversification of their businesses so effec- 
tively by creating systematized organiza- 
tional structures rather than “manage- 
ment through chaos". Chandlers central 
argument in the book hovers around the 
Mobius loop of strategy driving the organi- 
zational structure, while the structure 
drives the strategy of an organization. He 
stresses the importance of seasoned lead- 
ers to instill an “espirit de corps" even in 
its non-technical staff. 

Although Chandler's argument of vis- 
ible hand of management coordinating 
businesses to grow into giant-sized 
corporates through a process of vertical 
integration is vanishing in today's digi- 
tized world, where modular and disinte- 
grated model of production is slowly gain- 
ing prominence, his centra! idea of “ tech- 
nological changes" broadly affecting the 
relative efficiency of different modes of or- 
ganizing economic activity” cannot be 
wished away. At best it can only be 
reinterpreted.@ 


m————————————————————— Á————— де за мети петља ERR 
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The Mesmeric Maya 


America, say historians, was peopled 
by savages; but savages never reared these 
structures, savages never carved these 
stones... standing as they do in the depths 
of a tropical forest, silent and solemn, 
strange in design, excellent in sculpture, 
rich in ornament... 

— John Lloyd Stephens 


й ancient Maya, with their ruined 
cities deep in the jungles of Mexico 
and Central America, have evoked feel- 
ings of mystery for centuries. If one of the 
solutions to the modern metaphysical 
malaise lies in Paganism, we might with 
our ‘back-looking curiositie’ go back in an- 
tiquity to this land of the ‘Plumed Ser- 
pent'—the land of the ancient Maya— 
and experience the aura and magic of a 
vanished civilization. Their myths "seem 
to rise out of the deep well of knowledge 
lying unfathomed in the human mind— 
hidden by that logical brain so over- 
worked in many of the activities of mod- 
ern life." This innovative, creative, and 
majestic people no doubt possessed a se- 
cret wisdom. 

The ancient Maya have given artistic 
expression to the spirit of the primitive 
man through amazingly sophisticated 
works of grandeur and beauty. The irra- 
tional and the mysterious forces in the 
universe find their most eloquent and 
grand expression in their works of art. 
Governed by instinct and guided by their 
emotions, they were obviously under the 
grip of a terrible sense of the supernatu- 
ral. In fact, they made no distinction be- 
tween the natural and supernatural 
worlds. And the result was the creation of 
a labyrinthine, symbolic world of art. 

Mesoamerica's great plumed serpent 
God, Quetzalcoatl—a synthesis of the lu- 
nar serpent and the solar bird—is а “cos- 
mically complete mythological figure". 
Represented in every artistic medium, 
the aggressive appearance of the image 
belies the gentle and compassionate na- 
ture of this God. This God of the wind and 
later God of the arts and of civilization 
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was known as Kukulcan among the 
Mayas. At Chichen Itza, the Temple of 
Kukulcan, or El Castillo, is dedicated to 
the cult of the plumed serpent God. 
Quetzalcoatl may be interpreted as “time 
itself, the serpent, yet paradoxically he 
exists beyond time”. The ferocious figures 
and composite monsters created by the 
Maya represent demoniacal powers, 
which they believed governed the world. 

The art of the ancient Maya during its 
Classic period (around 250-900 AD) is re- 
markable for its scope, beauty, and use of 
color. With its temples, pyramids, pal- 
aces, sculptures, brightly colored paint- 
ings, jades and a multitude of minor arts, 
Maya art is the most highly developed of 
all Pre-Columbian art. 

Sculpture, the commemorative 
stones known as steles and their associ- 
ated altars, and the architecture of the 
great ceremonial centers are the most 
spectacular of Maya art forms. The steles 
of Copan, in Honduras are the finest ex- 
amples of ornate sculpture produced by 
the ancient Maya. The motifs of Maya 
sculpture usually consist of a combina- 
tion of portrayals of natural, human and 
animal forms with supernatural symbol- 
ism. The supernatural elements often 
seem grotesque and alien. 

Maya architecture has been called the 
richest of the New World because of the 
great complexity of patterns and variety 
of media expressions. Their architecture 
is characterized by ornate exterior decora- 
tion of facades, walls, roof combs, stair- 
cases, and courtyards. Within the main 
ceremonial areas, among the pyramids, 
temples, and palaces, were set the sculp- 


tural altars and steles. The Maya 
stepped pyramids, which were sur- 
mounted by a shrine to the gods, served 
ceremonial purposes. 

Palenque—situated at the foot of the 
northernmost hills of Chiapas highlands 
—is one of the most widely-admired 
Maya cities, whose magnificent architec- 
ture includes the Palace with a four-story 
tower; the Temples of the Cross, Foliated 
Cross, and Sun; and the Temple of In- 
scriptions, Built as a Funerary Shrine to 
Palenque's greatest ruler, Pacal. One can- 
not but be captivated by the beauty of 
Palenque’s temples and palaces, “placed 
like finely wrought jewels in a vivid tropi- 
cal-green setting.” 

In the sacred city of Chichen Itza, we 
find Chacmool figures, reclining human 
figures whose heads are turned to the right 
or left. “Carved to resemble the lumpy 
shape of floating clouds”, they represent 
attendants of the Rain God, Chaac. 

Among the ancient Maya, painting 
reached a high degree of excellence. Fres- 
coes were used to decorate walls as in the 
Temple of Warriors and the Temple of the 
Jaguars; painting was also used in the 
decoration of ceramics and in illustrating 
codices. Scenes from paintings and rock 
carvings depict a society preoccupied with 
war and the seizure of captives for sacri- 
fice. The Maya murals of Bonampak de- 
pict scenes of nobility, battle, and sacri- 
fice. To these people, who paid blood trib- 
utes to deities in order to appease them, 
death was "the very principle of a cosmo- 
logical, magical or religious system". 

Ancient Maya art, with its amazing 
degree of architectural perfection and vari- 
ety, interwoven with innumerable daz- 
zling myths, testifies to their abiding 
power. 'To those who dare to explore the 
strange, the mysterious, and the unknown, 
“the allure of the ancient Maya persists" s 


- Dr. P G Nirmala 
Faculty Member, Academic Wing, 
The 1сїаі University, Hyderabad. 
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Ш apolitical 
Inflation 


RBI Is Right on the Course! 


F ‘he monsoon winds that hit the western coast of India 

bang on the due date have, true to their tradition, brought 
good tidings: the month of June was a witness to two good 
things that happened on the monetary front. First, the most 
mportant: inflation has dipped to a 13-month low of 4.28% 
^or the week ended June 9, as against 5.29% of the corre- 
sponding week of the previous year, from a high of 6.56% as 
an March 17" of this year. And all kudos to the Reserve 
Bank of India (RBI) for so splendidly taming it, that too, in 
such a short span. 

One of the notable contributors to checkmating the rising 
inflation is RBI's deliberate and conscious decision to with- 
draw from its currency market interventions that has seen the 
rupee appreciate by about 9% since March. Thanks to our liber- 
alized and globalized economy, an appreciating rupee has bro- 
ken the inflationary spiral. It has made the domestic prices fall 
in line with global prices by virtue of ‘import- 
parity-pricing’. Its impact is visible even in 
domestically manufactured goods such as 
steel, when producers invoiced their prices by 
multiplying international prices by the pre- 
vailing exchange rate. Similarly, the prices of 
raw material of different industries have 
also fallen considerably along with the fall in 
dollar price, although there was a lag of 
about 8-9 weeks in the fall in prices of their 
ultimate end products. An appreciating ru- 
pee has also resulted in a dip in exports, 
which means a fal! in demand fer the domes- 
tically manufactured goods, and which in turn means a fall in 
domestic prices. Over and above all this, an appreciating rupee 
did a fat lot of good for imports: they have become cheap. 

That aside, the banning of exports and trading in futures 
of certain agricultural products by the government has, as 
claimed by some. had its own impact on the falling prices, 
though the measures, as such, are questionable. The other 
monetary policy initiatives of the RBI such as hike in interest 
rates and tightening of liquidity by rising CRR, will of course, 
take a longer time to impact the price behavior. But, they can 
act as good deflators of ‘expectations’ and thus could curtail 
further raise in inflation. Nonetheless, the inflation has of 
course been commendably breught under control. However, 
the aam aadmi on the street is not willing to accept this claim 
and, perhaps, for valid reasons, since he is not experiencing 
any fail :n the price of vegetabies, fruits, milk, and other agri- 
cultural commocities that matter most to him. 

This intriguing phenomenon can, of course, be explained: 
our practice of estimating inflation based on Wholesale 
Price Index (WPI)—as against the global practice of esti- 
mating inflation based on Consumer Price Index (CPI)—is 
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the culprit. It is being argued for quite sometime that the 
WPI is a poor measure of inflation. It is not that the RBI 
does not work out CPI, but there are many instances where a 
sizable divergence between its WPI and CPI is noticed. And, 
secondly, the CPI data comes quite late. May be, that is one 
reason why we, despite knowing its weakness, continue to 
use WPI to measure inflation. But, there is another strong 
weakness in the WPI: it does not reflect the growing impor- 
tance of the services segment that has in the recent past 
occupied more space in the consumption basket of the citi- 
zens. Yet, we continue to rely on the WPI for estimating 
inflation and on the thus calculated inflation for many of our 
monetary decisions. 

It is against this backdrop that what the governor of the 
RBI said—“We are doing technical work on computing a har- 
monized Consumer Price Index and we are in consultation 
with the government in this regard”—has 
emerged as the second most important 
event that June witnessed happening on 
the monetary front. Indeed, the present 
governor has been voicing his concern about 
this issue for long and it is pretty hearten- 
ing to see it taking a concrete shape today; 
more so when the very inflation dynamics 
are fast changing in the globalized 
economy, where inflation, too, is being ex- 
ported/imported. 

The RBIs realization that an ideal 
“measure of inflation should cover the en- 
tire gamut of goods and services being purchased by a con- 
sumer in the domestic market and should represent the en- 
tire spectrum of the population of the country” is quite in 
time, for when the world is fast moving towards the ‘expecta- 
tions’ theory in understanding the behavior of the aggregate 
economy, we must at least have a dependable index to mea- 
sure inflation reliably. Similarly, construction of a single CPI 
cannot be a good representation of the consumption pattern of 
the rich and poor, urban and rural, or for that matter the 
consumption in two different geographical locations of In- 
dia—such as Punjab and Bihar—where the divergence is 
quite huge. When the mature economies are factoring ‘core 
inflation’ in their management decisions, it should be pretty 
encouraging for our businessmen to know that the RBI will 
soon come out with a Harmonized Consumer Price Index. 

While it is a good sign of what is in store for the future, 
the battle is not over. For, inflation and its measurement 
are as old as economic thought itself, and they continue to 
daunt mankind forever.# 
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GLOBAL SUPPORT CARD from CSB 


CSB has introduced a super convenient More significantly this card has the 
debit card in association with VISA unique capability to transfer money 
international. It is a powerful tool for cash from your card to any VISA card 
withdrawal and shopping globally. anywhere in India. 


For more details visit our website www.csb.co.in or contact our nearest branch 


CSB... Support all the way 
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Centurion Bark of Punjab is а leading new generation private sector Bank. The Bank serves individual consumers 
ста! and middle market businesses and large corporations, with a full range of products and services for investing, lending anc 
advice on financial planning. It holds leadership positions in the two wheeler loan and commercial vehicle loan segments 
and offer a wide range of world-class banking products and services 


Centurion Bank of Punjab has a nationwide presence comprising of 279 branches and 408 ATMs across 143 locations. It also offer: 
comprehensive Wealth Management Solutions designed and personalised to meet customer aspirations. 


With strengths in the Retail, SME and Agriculture businesses, the Bank is well poised to grow from strength to strength 
in tne Indian market. 


The customer has the option to interact with the Bank at branches, through the ATM network and through internet / mobile banking 


h 
Our extensive range of banking solutions а Centurio 


Savings Accounts | Current Accounts | Fixed Deposits | Life & General Insurance | Mutual Funds ! Bank of Punjal 
Personal Loans | Home Loans | Demat Services | Portfolio Management Services | Two Wheeler Loans | 

Visa Money Transfer | SMS Alerts | Cheque Drop Boxes ! Educational Loans | Foreign Exchange Services | 

Agricultural Loars | Commercial Vehicle/ Construction Equipment Loans INDIA’S FASTEST GROWING BAI 


www.centurion 2ор.со.іп * Аз per Business Today's India's Best Banks Survey (Conducted Бу KF 
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home that breathes 


Home that speaks peace & prosperity in World-Class-Chennai 





~ 
We are the master crafters of ап upcoming World-Class-Chennai. As a multifaceted 
аР infrastructure company, ме innovate projects that would build a city of tomorrow. 
Lifestyle apartments, Villas, Integrated townships, Serviced apartments, IT parks аге 
| | № just а few of our munificent ventures. 
Crafting а new Chennat 
С ук Earmarked in strategic locations of the future Chennai, our projects offer assets that 
ROPA TE would triumph with superior future appreciation. In a scenic atmosphere of exotic 
OTe green lancscapes & water bodies, oxygen rich natural air and abundant pure water 
€ make our unpolluted lands ideal locations that any company would envy. 
township | lifestyle apartments premium plots 
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Townships | Lifestyle Apartments | IT parks | Hospitality | Serviced Apartments mA 
Suite A, United Plaza, New No: 43, Old No: 62/2 First Floor, Usman Road, Chennoi - 600 017 construct Ing confidence 


Ph: 91 - 44 4350 8999/ 8941/ 8942 info@hallmarkinfrastructure.co.in, www.hallmarkinfrastructure.co.in 
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monsoon гада»: 


The arrival of Indian monsoon is a perennial feature. Yet, it’ appears anew 
every year. Dark clouds descend in rows. They darken the sky—make it look like 
the color of a peacock's feather. Reverberating thunder: announces its arrival. Its 
resplendent tunes make peacocks welcome them with a shrill cry--dáncingi in gay 
abandon. Children, seeing the lightning spread fast the darkness, run to their 
mothers. Suddenly, the vast sky opens up. A vertical sheet of water descends. It 
rushes at an incredible speed, as though to meet its mate—the scorched earth. 
When the much-longed and long-waited-for waters ultimately descend, the 
mother earth swallows the first ambrosial waters of the season with glee. 

Thus sets in the varsha ritu: suddenly, countryside shines in deep emerald. 
Birds, being relieved from the scorching summer winds, chirp in raga. Life gets 
rejuvenated, gets a fresh lease, and the whole universe sways in celestial joy. 
Monsoon rains simply wash away the old and give life to new creativity. They are 
muses to poets — Kalidasa's Meghdoot is one such gift. India has so much to be 
thankful to monsoon, for in it, all its existence recycles year after year. 

Romantic ragas aside, there is hardcore economics that is intricately en- 
twined with monsoons. Even today, around 66% of the agricultural land in our 
country is directly dependent on monsoon rains for cultivation of different crops. 
There is an undeniable link, that too a defining one, between rains and Indian 
agriculture. The latest Economic Survey categorically states: ^The intensity and 
distribution of rainfall determine the crop prospects in a majority of the areas." 
It is the droughts that inflict more damage to the country folk. It even erodes 
GDP by 2 to 2.5%. 

One may today argue that with the advent of globalization and the resultant 
drop in the share of contribution of agriculture to СОР to around 25%, monsoons 
have lost their relevance and importance. But in a country where two-thirds of the 
population are still dependent on agriculture, monsoon rains are bound to have a 
say on its fortunes. Good monsoon rains are essential to sustain the high economic 
growth rate. 

In much the same way, we must thank monsoons for descending in time and in 
just proportion. Mumbai of 30" June 2007 is a pointer to what could happen if 
gods favor us with more of rain: with 833.6 mm rains between Friday 8.30 am and 
Saturday 2.30 pm, Mumbai was once again marooned. Its roads were flooded 
turning them into waterways; railway tracks were submerged bringing suburban 
trains to a complete halt; aerodrome was inundated grounding national and in- 
ternational flights; and the whole life was brought to a halt. People stranded in 
suburban stations prayed, haplessly and perhaps silently, to their gods to bail 
them out, while a few enterprising ones glared into TV cameras heckling the 
‘efficiency’ of Bruhan Mumbai municipal corporation. And, all this happened in 
Mumbai, a city hailed as the financial capital of the country, and which, we all 
want to convert into an excellent world-class financial hub. What a drubbing! 

Paradoxically, just as monsoon is perennial, year after year, we stand ex- 
posed to the ravages of excess rainfall or no rainfall in terms of rain-hit disrup- 
tion in rail and road traffic, a sudden halt to jana jeevan, or drought, non-avail- 
ability of even drinking water, crop failure and economic and human life losses, 
etc. Its impact is much worse in the countryside: farmers do not have insurance 
protection for their crops; nor do they have access to timely credit, all even 
leading to suicidal deaths. 

Indisputably, nothing constructive has been attempted by free India to contain 
this recurring trauma. Yet, of course, life goes on. May be more as a happenstance. 
But how long? 
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India's growth is now driven more by investment. Indian industries and the 

service sectors are trying to extract more value from each rupee invested. That is 
driving productivity gain in the Indian economy. 

— P Chidambaram 

Union Finance Minister, India. 


Our partnership with Ericsson allows us to focus and deliver better customer 
experience, leveraging Ericsson s global expertise to enhance our networks. 


— Manoj Kohli 
CEO, Bharti Airtel, commenting 
on the deal with Ericsson. 


Although Internet penetration is still small, especially in regions like India and 
China, most people who have access to it spend 20% of their time on it. This 
makes online advertising important. 
— Martin Sorrell 
CEO, WPP Group. 


Single-serve packs are expected to find more prominence in low-penetration 

categories like health food, baby products and more. Companies are fast realiz- 

ing that single-serve packs are a good way to get non-users to try their products. 
But mass categories will see less of small packs. 

-R Subramanian 

Managing Director, Subhiksha, 

commenting on the sachet revolution. 


I would give us a good grade on improvement. I think we are better incrementally. 
I think we are still poor absolutely. 

- Mark Hurd 

CEO, HP, commenting on the company's performance. 


Declines in residential construction (US) will likely continue to weigh on eco- 

nomic growth over the coming quarters, although the magnitude of the drag on 
growth should diminish over time. 

— Ben Bernanke 

Chairman, Federal Reserve, US. 


There is enough space in the market for each company to steadily increase its 

sales. The possibility of new brands (Land Rover and Jaguar) would increase 

the market share of luxury vehicles, and the entry of new players would bring in 

best-trede practices and improve the quality of products in the Indian auto 
industry. 

~ Neeraj Garg 

Director (Marketing & Sales), Nissan Motor, India. 


Errata: ln the interview that aceompanies the article “IBM: Integrating Globally” (The Analyst July, 2007, p.56) the details given below the 
published photograph should read: Shanker Annaswamy. Regional General Manager, India/South Asia, IBM, and not as printed. The error is 
regretted. 
- Editor 
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Change of Ownership in SBI 


n June 29, in a shocking development, the ownership of India's largest com- 

mercial bank, the State Bank of India (SBI), changed hands. The erstwhile 
majority owner, the Reserve Bank of India (RBI), transferred its 59.73% stake in 
SBI to the central government. This Rs. 35,531 cr transfer deal is a reversal of a 
131-year-old decision in the history of SBI. Even 52 years back, when the Imperial 
Bank of Ind:a was converted into SBI. the government was not allowed to own it as 
an insurance against any interference by the government in its day-to-day activi- 
t:es. But, SBI changing hands at this juncture does not augur well for the bank. 
Staffers of SBI strongly opposed the government's move to buy 59.73% stake in the 
bank from RBI, saying that the move would be detrimental to the employees as well 
as to the smooth functioning of the bank. 

This otherwise cataclysmic event caused little more than a ripple on the stock 
market where the share price did marginally better than NSE's banking index 
(Bank Nifty). However, if viewed practically, it makes little difference whether 
formal ownership rests with the RBI or the government. Irrespective of the owner- 
saip, the bank continues to be plagued by all the ills of public ownership such as 
bureaucratic interference, inability to take quick decisions, and constantly keep- 
ing one eye on North Block for fear of running foul of its wishes. None of this is 
likely to change. On the contrary. to the extent that formal ownership by the RBI 
shielded the bank a little from excessive political interference. the bank is now 
likely to find the going tougher than in the past. Moreover, the process of steady 
erosion in market share that the bank has seen in the past few years is likely to 
get accentuated. 

Whatsoever, this change of ownership is unfortunate given the fact that the 
bank has one of the most competent and professional staff. In fact, it has been a 
happy poaching ground for many private sector banks—and could give its rivals a 
run for their money, provided it could function without the baggage of public sector 
ownership. But since that is ruled out—as the government is unwilling to let its 
stake in public sector banks fall to less than 51% —it must be content with strain- 
ing at the leash, doing whatever it can within the limitations of public ownership. 


BHEL Wins Excellence Award 


harat Heavy Electricals Limited (BHEL), a 

Navratna PSU, has bagged the prestigious award 
for Excellence in Cost Management-2006 by ICWAI for 
the second successive year. BHEL's Hyderabad Unit 
was unanimously selected by an independent jury 
headed by JS Verma, former Chief Justice of India. 
BHEL has maintained its track record, completing yet 
another successful year (2006-07), recording an all- 
time high turnover of Rs. 18,739 cr; notching a growth of 
more than 29% over the previous year. Its net profit 
also зоаге by nearly 44% to Rs. 2,415 cr. BHEL re- 
corded a surge in Economic Value Addition (EVA), en- 
hancing the shareholder value which catapulted to Rs. 
1,532 cr in 2006-07 from Rs. 1,079 cr during the last 
fiscal. By 2012, the company plans to become a $10 bn 
company that will enable its Compounded Annual 
Growth Rate (CAGR) to grow at the rate of 20%. 
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Indian Markets: 
Breaking Records 


ndian companies have set a record 

by smashing the previous fund 
raising milestones. In June alone, 
companies have raised more than 
they usually accumulate in the entire 
year from domestic IPO/FPO and 
right issues. India Inc. has raised $5.5 
bn from the domestic market in June, 
which is just 10% less to cross the 
funds raised in the entire FY07. Big 
players such as DLF, ICICI Bank and 
Sterlite have accounted for about $9 
bn worth funds in June alone. *The 
market is very happy to absorb this 
kind of liquidity. It only goes to show 
the strength which India enjoys with 
its investors, not only in India but also 
across the globe," said Atul Mehra, 
MD and Co-CEO, JM Financial. 
Other major equity issues to hit the 
market in the coming months include 
PSUs such as SBI, Power Finance 
Corporation and Power Grid Corpora- 
tion. Analysts say that the success of 
the primary market depends on the 
secondary markets and if the stock re- 
mains bullish then the IPO will also 
do well, which was observed in the 
month of June. 


Apple's iPhone: Gadget 
of the Year Descends! 


ven months before it was released 
iPhone was already being dubbed 
as the gadget of the year. So, it was not 
surprising that Apple fans waited in 
queues for hours and days together be- 
fore its official launch in the US— where 
Apple is debuting its much-hyped gizmo 
first before its global launch—to be the 
proud owner of one. Probably, this would 
be the first time that any gadget could 
create such a mass hysteria and would 
be the talk of the gathering from social 
ones to corporate ones, across the globe. 
Among the phone's best features are 
the full blown Internet browser, ability to 
play music and video, and camera qual- 
ity. Apple stores sold an estimated 
128,000 iPhones on the first day, while 
AT&T stores sold 72,000. iPhone will be 
available in two models: a four-gigabyte 
model priced at $499 and an eight- 
gigabyte model for $599 in the US, 
though an analysis from teardown firm 
Portelligent estimates that the new 
smart phone costs Apple a mere $220 to 
make. Apple, which has gained enor- 
mous reputation for its innovation that 
has delivered to the world such iconic 
products as the iPod and Mac PC, aims 
to sell 10 million iPhones by the end of 
2008 and is hoping that iPhone will be- 
come its third pillar product alongside 
its popular iPod music players and Mac 
computers. There is a wait of two to four 
weeks for customers who order the phones 
online from Apple. However, Indian gad- 
get freaks have to wait much longer as the 
iPhone is to make its European debut in 
late 2007 and then come to Asia in 2008. 
But iPhone is also causing network 
glitches as the deluge of customers began 
activating the device. Some buyers of the 
new Apple iPhone, after waiting in line, 
were still waiting for hours to activate 
the phone. AT&T Inc., telecommunica- 
tions firm is the exclusive carrier of 
iPhone's for two years. AT&T spokesper- 
son said that the problem was partly 
caused by a high volume of customers try- 
ing to activate the service. 
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Dollar Reserve Continues to Mount 


AC to the International Monetary Fund (IMF), central banks, as a 
whole, amassed a record dollar reserve of $2.24 tn during the first quarter of 
the current calendar year. Over the past three years, dollar holdings have been cover- 
ing about two-thirds of the world’s currency reserves. Marc Chandler, Senior Currency 
Strategist at Brown Brothers Harriman, said, “When all is said and done, it appears 
there’s much more said than actually done regarding reductions in dollar holdings.” 
Previously, the European Central Bank declared that the euro’s share in global re- 
serves has remained stable since 2005, suggesting that the greenback is still the 
currency of choice among the central banks. 

China, Russia and the Middle East oil exporters, along with Japan are the main 
dollar holders among the emerging market countries. High oil prices, led dollars to 
deluge the Middle East, while in the case of China, interference by the Central Bank 
of China to keep the yuan weak led to export revenues filling Beijing’s coffers. Brad 
Setser, an Economist at Roubini Global Economics in New York views that “the 
overall story is one of more central bank demands for dollars, not less.” A currency 
strategist at Merrill Lynch, Emma Lawson, said that she expected emerging markets 
such as China, which holds $1.2 tn in reserves, to let their currencies appreciate as the 
year goes on in order to stem capital inflows and cool inflation. 

Over the coming years, if the central banks actively increase holdings in other 
currencies then the Euro and Yen would be beneficiaries. Bank of New York Strategist, 
Michael Wool Folk, said, “We don’t see any significant sell off in the positions foreign- 
ers currently have in treasury and agency debt, we do see the pace of investment 
beginning to decline, which will prompt a further decline in the dollar.” Certainly, data 
from the US Treasury showed that in April China sold a net of $5.8 bn in Treasury 
bonds, the first drop since October 2005. But, with $414 bn of Treasuries in its coffers, 
Chandler described that as “less than a drop in the bucket”. “The sheer size of the US 
capital markets means dollar-denominated assets will remain a large part of both 
traditional reserves and the portfolios of yield-hungry state investment firms. What 
other market could absorb that kind of money?” whereas “China and Japan have more 
than $2 tn of reserves between them” he added. 


China, US Food Fight 


hina has escalated a food fight with the US, which has worsened the already 

tense trade relations between the two nations. China has restricted imports 
from Tyson foods, the world’s largest meat processor and six other American com- 
panies in an evident response to US complaints over tainted Chinese exports. 
China’s food safety administration announced that it had found salmonella in frozen 
chicken products sold to China by Tyson and in frozen chicken feet from the US com- 
pany. The move against Tyson has raised fears that full-blown trade dispute may be 
brewing and whether the move by China is purely being done out of concern for its 
citizens, or whether there’s as much American foreign policy considerations. Andy 
Rothman, China macro-strategist for CLSA Asia-Pacific Markets said, “China needs 
to avoid taking steps that appear to be simple retaliation and both sides need to make 
a big effort not to politicize the problem.” Earlier, the authorities suspended the 
exports of mainly seafood products from 42 domestic producers, 17 of which were 
bounded for US. At present, Chinese government is taking food safety regulations 
after a series of safety scares, as Chinese exports of food and other goods to the US 
have come under scrutiny. However, Chinese officials and scholars agreed that the 
food fight will not have a big effect on bilateral trade relations.m 
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Even as the erstwhile Asian tigers (read: economies) are still smarting 


under the wounds caused by the financial catastrophe of 1997, concerns 
are being raised as to whether they have learnt their lessons from the shock. 





n July 3, this year, as Thai 
stocks rose to their record 
highs investors heaved a sigh 
of relief after having lived through the 
nightmarish catastrophe for almost a 


decade since the fateful day of July 2, 


1997, when a financial crisis engulfed 
Thailand and other neighboring East- 
Asian nations. It all started with Thai- 
land being at the pulse point of the crisis. 
Thai stock market had lost 75% by the 
end of 1997 as Thai baht, which was un- 
til then pegged to the US dollar, col- 
lapsed and fell to 56 to the dollar by 
January 1998 from its pegged value of 25 
to the dollar. As speculators went on a 
panic selling spree, it left the country al- 
most drained of the foreign currency re- 
serves. Within days of baht's devalua- 
tion, another Asian currency, Malaysian 
ringgit came under attack from specula- 
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tors who pushed the overnight rates from 
under 8% to over 40%, leading to a mas- 
sive upheaval in the stock and currency 
markets and governments and 
corporates were suddenly saddled under 
reams of debts. By the end of 1997, the 
crisis had engulfed the four Asian Ti- 
gers— Hong Kong, Singapore, South Ko- 
rea, and Таіуап and spilled to Indone- 
sia and the Philippines as well. Of all 
these Asian countries, Indonesia, South 
Korea and Thailand were however, the 
worst hit. 

Ten years on, the countries affected 
by the crisis appear to have recuperated 
well. An Asian Development Bank 
(ADB) review of the five countries most 
affected — Thailand, Indonesia, Malay- 
sia, South Korea and the Philippines— 
found that incomes per head had recov- 
ered to at least their pre-crisis levels. 





Foreign currency reserves, trade bal- 
ance, corporate governance, depth of fi- 
nancial markets, and quality of govern- 
ment regulation, as well as various indi- 
cators of public health have also 
emerged stronger than before. The 
region's economic fundamentals are 
stronger than they were then, and it has 
amassed big current account surpluses 
and is enjoying advantages of competi- 
tive currency. The overall GDP of East 
Asia, except Japan, is now more than $5 
tn, double the dollar value just before 
the crisis and the number of people liv- 
ing on less than $2 a day has dropped to 
29% from 50%, according to the World 
Bank report. Asia has been adding too 
much to their reserves as an insurance, 
and it has considerably reduced its expo- 
sure to the risk of yet another sudden 
flight of footloose global capital. 

Yet, it is a far cry from the days of 
their dazzling growth during the mid- 
1990s. Each of these battered economies 
grew slowly in 2000-2006 when com- 
pared to the 1990-1996 rate, with an- 
nual growth rates at an average of 2.5% 
below that of the latter period. Also, “It 
(accumulation of reserves by Asian 
economies) can't go on forever because it 
means other places are taking on too 
much debt. That poses a threat to global 
financial stability if there is some big 
shift in global economic condition", com- 
mented Paul Mortimer-Lee, Global 
Head of market economics at BNP 
Paribas. The global rating agency, 
Moody's too has cautioned that the new 
global state, where the emerging econo- 
mies are net providers of capital, has cre- 
ated problem of potential asset price 
bubbles. 


Revisiting the crisis 
Until 1997, Asia attracted almost 50% 
of the entire capital flow to developing 
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Perspective 





nations. Particularly, the economies of 
Southeast Asia maintained high inter- 
est rates which enticed foreign investors 
eveing a high rate of return. As a result, 
the region's economies received a large 
inflow of hot money and experienced an 
unprecedented run-up in asset prices. 
The economies of Thailand, Malaysia, 
Indonesia, the Philippines, Singapore 
and South Korea experienced high 
growth rates of 8-12% in GDP in the late 
1980s and the early 1990s. However, 
with the rise in dollar between 1995 and 
1997, the East-Asian currencies rose too, 
leading current account deficits to widen 
to levels which foreign investors felt un- 
sustainable, as a current account deficit 
of 5% of СПР and more is considered 
dangerous. For example, in 1996, 
Thailand’s current account deficit had 
reached 8% of GDP. However, the report, 
“What Caused the Asian Economie Cri- 
$15?” by Xu ShiChang and Desmond 
states that during the 1990s Asian 
economies had relatively high account 
deficits. The authors note that in Thai- 
land in particular, the current account 
deficits were always above 696 of GDP in 
the 1990s 2nd approached 996 of GDP in 
1995 and 1996. They say that Malaysia 
toc had equally h:gh numbers with over 
10% of GDP in 1993, which slowly de- 
creased to 3.7% of GDP in 1996. The 
Philippines had a current account deficit 
of about 5% of СПР cn all the years. In 
Korea, it dipped below 3% during 1990- 
1993 but later rose quiekly to almost 5% 
of GDP in 1996. Similarly, Indonesia had 
an account deficit of 4% at the start of the 
decade, but it shrank in 1992-93, only to 
widen to 3-4% in 1995-1996. Hong Kong 
too had an account surplus averaging 7% 
of GDP in 1990-1993; however, it 
drepped to 2% in 1994 and was more 
than 2% deficit in 1995-96. 

As most Asian currencies were 
pegged to the dollar, it resulted in re- 
duced export competitiveness of these 
countries and in turn reduced profitabil- 
ity for them. Soon, these economies were 
grappling with less foreign currency re- 
ceipts to payoff their debt. “As the dollar 
continued to show strength, it beeame 
apparent that it was no longer feasible 
to remain pegged to the dollar. As the 
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pegs began to loosen, their currencies ђе- 
gan to slide," the authors say. Problem 
aggravated, as during the heydays of 
these economies, local firms had re- 
sorted to huge borrowings in foreign mar- 
kets. These borrowers found it extremely 
difficult to repay their debt, which had 
accumulated as a result of currency de- 
valuation with more of their local cur- 
rency. Further, banks and financial in- 
stitutions which were flooded with 
funcs, resorted to reckless lending and 
many of such loans ended as bad debts. 
This left many corporates bankrupt. 
With losses piling up for banks and fi- 
nancial institutions, they decided to cut 
lending, thereby resulting in a fall in 
credit growth. “This meant that Asian 
economies cannot sustain their rate of 
investment, and since Asian nations' 
economies depended on it, it brought 
about many corporate bankruptcies and 
many other businesses and investments 
made a loss," the authors explain. Once 
investors realized that this was unsus- 
tainable, capital flight began hastening 
and the country's foreign reserves 
dwindled while the current account defi- 
cits of the East-Asian economies started 
to swell. Western investors, who had ear- 
lier burnt fingers during the Latin 
American crisis (triggered by the Mexi- 
can peso crisis of 1994), gradually 
started losing confidence in East Asia 
and began to pull out money, creating a 
domino effect. The Indonesian rupiah 
had fallen by 86% against the dollar. The 
currencies of Thailand, South Korea, 
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Malaysia and the Philippines were all 
down by 40-60%; stock markets globally 
suffered losses of at least 7596 in dollar 
terms. Thailand, Indonesia and South 
Korea were humiliatingly forced to so- 
licit help from the IMF. 

A year hence, in 1998, Indonesia, 
Malaysia, South Korea and Thailand 
saw their real GDP per head shrink by an 
average of 11%. Many millions lost their 
jobs. Thailand and Indonesia, the two 
worst hit countries, suffered a slump in 
GDP during 1997-2002 of around 35%, 
relative to their potential output (as- 
suming growth at its previous pace)— as 
bad as America's output loss during its 
Great Depression in the early 1930s. 
However, those countries which had 
small account deficits or surpluses did 
not suffer as much. For instance, Hong 
Kong had adequate reserves to success- 
fully defend their dollar; Singapore and 
Taiwan's currencies depreciated only 
18%, much lower than that in other crisis 
countries, which saved them the blushes. 

With the benefit of hindsight, it is evi- 
dent now that the Asian financial fiasco 
was a result of a combination of weak fi- 
nancial systems—a hasty opening of 
economies to foreign capital and a policy 
of tying local currencies to the dollar. The 
wrong expectation that the currencies 
would remain fixed encouraged banks 
and other local firms to borrow heavily in 
dollars at lower interest rates than at 
home. As capital flooded in, these borrow- 
ings soared, as did property values and 
share prices. But as the US economy re- 
covered from a slump of the early 1990s, 
the US Federal Bank, under Alan 
Greenspan, began to raise interest rates 
to head off inflation, and suddenly more 
investments started pouring into the US 
at the expense of the East Asian coun- 
tries. This rapid inflow of hot money in the 
US raised the value of dollar to which 
many South-East Asian nations’ curren- 
cies were pegged. And once Thailand and 
other countries devalued, the crisis was 
about just more than currencies. Devalu- 
ation resulted in foreign currency debts to 
escalate in local terms, leading to wide- 
spread bankruptcies. As property 
bubbles burst and banks’ Non-Perform- 
ing Assets (NPAs) soared, construction 
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INTERVIEW 





In the near future, the prospects of economic growth in the US and world, global payments 
imbalance, and pace of unwinding of global liquidity pose risks and challenges to the Asian 


economic outlook. 


In 1997, East Asian economies were engulfed by a 
severe financial crisis. What lessons have these 
economies learned from the crisis? 

Rajat Nag: The financial crisis of the 1990s 
was a sobering experience for everybody. 
There were three key lessons learned from 
the crisis. 

The first was that we got to help our- 
selves before others came to help us. Since 
the crisis, we have seen the trend of expand- 
ing market-led integration leading to greater 
cooperation among governments. I think 





tures. It is the same with the private sector. 
Rattled by the losses in the 1990s and the 
risks that they were not even aware they 
were taking, I think the private sector has 
now become much busier strengthening 
their balance sheets. 

The region has undertaken bold reforms 
to strengthen its financial sector. The bank- 
ing sector is much stronger, with ‘financial 
soundness' indicators—such as return on 
assets and capital adequacy ratios— higher 
and non-performing loan ratios lower. 


closer economic cooperation and integration i Rajat Nag The other key lesson is that we need to 
Managing Director General, у APOT : 
will help us to collectively prevent or thwart Asian Development Bank strengthen and build institutions to improve 


future crisis and sustain economic growth. 

The Chiang Mai Initiative is evidence of 
the region’s efforts to forge closer economic ties so countries 
can help each other during any future balance of payments 
crisis. 

Regional policy dialog and economic surveillance at the 
highest levels—mostly led by the region’s finance ministers 
and central bank governors—have become the hallmark of 
the expanded regionalism we have seen over the past decade. 
Reserve pooling (the Chiang Mai Initiative) from a multilat- 
eral perspective is now in progress with the ASEAN+3 Fi- 
nance Ministers. 

The other simple lesson learned is authorities need to be 
prudent and cautious to achieve a balance between domestic 
and international objectives. We have to ensure fiscal and finan- 
cial stability in the face of potentially volatile global markets. 

And, I think the performance of the region on this count 
has been impressive. The governments, for example, em- 
barked on bold fiscal reforms, including pruning of expendi- 


The rescue act 


activities came down. Added to it, poor 


investment climate and governance perfor- 
mance. I would give the economies in the re- 
gion high marks, because of where they started and what they 
had to do. I think the pace of inflow of foreign capital into the 
region shows that they are making good progress on creating an 
enabling environment for both foreign and domestic investors. 
The region is now much more on a sustainable growth 
path, but at a lower trajectory rate, and that is the issue that 
we have to look at. 
Paul Mortimer-Lee: a) Don’t be too reliant on foreign 
financing. 
b) Don’t run a current account deficit. 
c) Don’t have too few reserves. 
d) Don’t have an overvalued currency. 


Ten years since the crisis, how have these nations rebuilt them? 
Rajat Nag: The leaders turned the crisis into an opportunity 
to implement the much-needed economic reforms and acceler- 
ated emerging economic regionalism. 


rect investment from the rules, helping 


regulations and supervisions had al- 
lowed alarming mismatches between as- 
sets and liabilities, so banks started to 
fail, prompting yet more capital outflows. 
The vengeance of the crisis was so dread- 
ful that some economists even announced 
the demise of the Asian miracle of pre- 
1997. Doomsayers even predicted a de- 
cade of lost growth as in Latin America 
after its 1980 debt debacle. 
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In the wake of the crisis, Thai authori- 
ties shut down dozens of insolvent fi- 
nancial firms, vastly improved banking 
supervision and updated archaic bank- 
ruptcy laws. In utter desperation, the 
government of Thailand even encour- 
aged people to hand over their gold jew- 
elry to be melted down to boost the cen- 
tral banks' reserves. Thai authorities 
quickly exempted stocks and foreign di- 


the market bounce back. Investors were 
also reassured that Thailand had $65 
bn in foreign currency reserves, far more 
than that in 1997. Bangkok, the capital 
of Thailand, where hundreds of sky- 
scrapers froze mid-construction when 
the crisis erupted, now flaunts an el- 
evated Skytrain, a subway, a brand new 
airport and dozens of glitzy malls. But 
still, Thailand's bungled effort to im- 
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Perspective 
о. 


Per capita incomes in the crisis eccnomies have now sur- 
passed what they were pre-1997; social indicators are im- 
proving; the region is enjoying very significant growth. There 
were times when we thought it may take a generation or two 
to recover. So, for me the big picture is that in less than 10 
years, we have come a long way. 

Developing Asia achieved an economic 
expansion of 8.3% in 2006, its fastest rate in 
more than a decade. 

However, growth has settled on a lower 
trajectory in the five crisis-hit economies. 
I* you compare the 2000 to 2008 period, 
with 1990 to 1996, growth has slipped in 
these five crisis-affected countries by an 
average of 2.5% a year. That's a significant 
drop. The challenge all of us face is: are we 
going to stay on this lower trajectory, or, by 
having super normal growth be able to re- 
cover? 

Paul Mortimer-Lee: They've done a great job on the whole, 
however we are now entering a period of greater difficulty. 


Do you see any kind of loopholes in their recovery process? 
Eajat Nag: There are two key development challenges ahead 
for developing Asian economies. These are what I call ‘2 Ге 
rising inequality and massive infrastructure needs. 

Rapid growth in Asia has helped to lift hundreds of mil- 
licns out of poverty in the past few decades. According to ADB 
estimates, every 1% growth has been associated with an al- 
most 2% decline in poverty incidence on average. But both 
absolute and relative levels of poverty in Asia still remain 
kigh. In South Asia, the incidence of poverty and its magni- 
tude in 2005 are still very high. 

At $2 a day measure of poverty, poverty incidence declined 
from 75% in 1990 to 51.9% in 2005. The absolute number of 
poor fell from 2.05 billion in 1990 to 1.74 billion in 2005. 

The infrastructure gap has to be bridged if poverty is to be 
reduced. Asia needs some $3 tn in investments over the next 
10 years—and this figure could be on the lower side. 

Another challenge is how to develop and strengthen the 
region's capital markets to channel the region's huge savings 
and rapidly accumulating foreign exchange reserves into 
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productive investment, particularly in physical and social 
infrastructure. 

Paul Mortimer-Lee: The reliance on undervalued exchange 
rates and a substantial build-up in reserves was not a prob- 
lem when most still were running substantial spare capac- 
ity. But now spare capacity is declining and 
inflation pressures are showing through. 
Both are problems. Being tied through a 
managed float to the US, when the US 
economy is clearly at a different cyclical po- 
sition means monetary policy has been too 
slack in a number of countries. Fast in- 
creases in reserves and interest rates being 
influenced by the ‘managed float’ on the fx 
market have led to too rapid monetary ex- 
pansion which is threatening higher infla- 
tion. At the same time, suppressing ex- 
change rate appreciation and holding inter- 
est rates down may have led to inefficient 
investment decisions. 


Any other comment? 

Rajat Nag: I think the question in everybody's mind is what 
are the risks lurking on the horizon and is Asia ready to tackle 
them? 

I feel, in the near future, the prospects of economic growth 
in the US and world, global payments imbalance, and pace of 
unwinding of global liquidity pose risks and challenges to the 
Asian economic outlook. 

Another issue which needs close monitoring is the gush of 
capital flows into the region. Gross capital inflows and out- 
flows, for instance, have reached an historical high among the 
six large emerging Asian economies (Republic of Korea, 
People's Republic of China, Thailand, Malaysia, Indonesia 
and the Philippines) of about 8% of GDP, exceeding the level 
of the early 1990s. Managing these capital flows will be a big 
challenge for the region's policy-makers. 

While individual national economic policies will be the 
key in responding to these challenges, we at ADB feel regional 
approaches are vital to keep Asian economies strong in the 
face of such risks and to take advantage of the new emerging 
opportunities. 


pcse capital controls underscore the lin- 
gering challenges that Asia's emerging 
economies face in handling interna- 
tional money flows in search of h:gher 
returns. South Korea, which received a 
humiliating $58 bn bailout, arranged 
by the IMF, quickly cleaned up its bank- 
ing system and started reforming its 
heavily indebted family-owned con- 
glomerates. The economy shrank and 
the jobless rate soared, but by 1999 it 
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was robustly growing again. The crisis, 
while painful, forced South Korea to 
make changes that paved the way for a 
more stable long-term growth. Today, it 
is one of Asia's powerhouses, led by 
Samsung Electronics Co.—the world's 
biggest memory chip maker— and 
Hyundai Motor Co. As for Indonesia, 
the crisis led to the downfall of former 
dictator Suharto and heralded greater 
political freedom, but the economy re- 


mains beset by rampant corruption, a 
weak legal system and limited foreign 
investment. Economic growth has been 
ticking along at about 5.5% over the last 
two years, but unemployment is still 
spiraling unabated. 


Overstated recovery 

Today, the region as a whole has 
bounced back from the 1997-98 crisis 
and is better equipped to deal with fi- 
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nancial emergencies. Banking is more 
transparent, corporations are better 
managed, poverty rates have dropped 
and the region's collective economic 
growth has doubled. Lee Hsien Loong, 
Prime Minister of Singapore, com- 
mented that compared to the fateful 
1997, confidence is on the upswing. The 
region's gross domestic product per 
capita has jumped nearly 30% over the 
decade and stock markets are up. He 
further added that there is greater re- 
silience in the region today compared to 
10 years ago. The East-Asian econo- 
mies today are running balance of pay- 
ment surpluses, not deficits; their cur- 
rencies are not overvalued and they 
have built up foreign reserves to deal 
with unexpected situations. They also 
have a broader base of growth —China 
and India have risen as centers of eco- 
nomic dynamism, Japan has emerged 
from "The lost decade of the 1990s", 
while South Korea's chaebols (form of 
business conglomerates) have under- 
gone restructuring. 

But some concerns still linger. 
Though the region is now on a firmer foot- 
ing and set for continued progress, a deep 
introspection unearths the truth that 
there has not been a full recovery. 
Though the emerging Asia has grown by 
an annual average rate of 8% over the 
past three years, this growth also in- 
clude China and India, which are the 
fastest sprinters and also have much 
bigger economies than they had 10 years 
ago. According to an estimate by ADB, 
for the five worst-hit economies, the an- 
nual growth rate since 2000 has slowed 
by as much as 2.5%, compared with 
1990-96, to an average of just over 5%. 
The chief reason for this is that invest- 
ment has not recovered fully. Capital 
spending accounted for an average of 
only 24% of GDP in these economies in 
2006, down from 35% in 1995. Further, 
public infrastructure, particularly in 
Thailand and Indonesia, has become 
worse than it was a decade ago and busi- 
ness spending has been hurt by economic 
and political uncertainty. The ADB 
study indicates that only governments 
can change much of this: from investing 
more in education and infrastructure to 
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stamping down on corruption and im- 
proving the regulatory environment. Ex- 
perts say that for all the rhetoric about 
bold change, the unsavory truth is that 
reform has been relatively limited out- 
side the financial sector. Even in the fi- 
nancial sector, more needs to be done 
still. Though the banks are quite resil- 
ient, thanks to better internal controls 
and supervisory standards, these im- 
proved performances can be attributed 
to favorable macro-economic conditions 
such as strong growth and unusually low 
interest rates. 

On the external front, however, Asia 
13 stronger and more resilient. The re- 
gion is now less vulnerable to a balance 
of payments crisis than it was 10 years 
ago, when all the crisis-hit countries had 
large current account deficits. Now they 
all enjoy current-account surpluses and 
much less foreign debt. They also have 
vast foreign reserves to protect them 
against any future speculative attack. In 
fact, as a rule of thumb, a country should 
have enough reserves to cover its short- 
term foreign debt. However, some econo- 
mists such as Nouriel Roubini, of 
Roubini Global Economics, caution that 
the build-up of huge reserves is itself cre- 
ating new hazards. East-Asian policy- 
makers, say Roubini, failed to learn the 
most important lesson of the crisis. Ex- 
change rates are once more, in effect, tied 
to the dollar. This, he argues, risks creat- 
ing a new, but different financial crisis — 
not a balance-of-payments shock like 
last time, but booms and busts in asset 
markets. The desire to build up reserves 
is understandable, but they are now 
rather excessive. Asian economies' policy 
of tracking the dollar and the consequent 
rapid increase in reserves, argues 
Roubini, is leading to excessive growth in 
money and credit, inflationary pressures 
and asset bubbles in shares and hous- 
ing. This, he concludes, will eventually 
lead to vulnerabilities similar to the 
massive capital inflows, credit boom, 
overheating and bubbles that preceded 
the 1997 crisis. Hence, the policy of 
Asian countries to build up reserves is 
an overreaction to the 1997 episode and 
definitely not a sound policy. Developing 
countries should invest more than they 


Asia 


save, and hence run a modest deficit. In- 
dia gets high marks on this score: its cur- 
rent account deficit is only 1.1% of GDP. 
Countries need prudential reserves and 
not excess reserves. But China's forex re- 
serves are approaching $1.5 tn, and 
other developing countries (including 
ОРЕС) have as much again. This far ex- 
ceeds any reasonable prudential limit. 
The counterpart of Asian surpluses is а 
huge US trade deficit. Experts caution 
that this paradoxical pattern, while sus- 
tainable for some time, will surely lead 
to the dollar crash in the long run, wiping 
out a good chunk of Third World forex re- 
serves. 


Lurking challenges 
Despite these hiccups, it is undeniable 
that East-Asia is marching ahead. How- 
ever, the forward march could be halted 
if complacency grips these countries. De- 
spite the stronger position in East Asia, 
mishaps might still occur. Asian econo- 
mies may have overcome the 1997-98 
crisis, though partially, but now face new 
threats such as income disparity, cli- 
matic change and a possible global eco- 
nomic meltdown. “А (read: another) 
shock will come at some point," warned 
Tharman Shanmugaratnam, Second Fi- 
nance Minister of Singapore at the 
World Economic Forum on East Asia. He 
further added, “I think emerging mar- 
kets have to brace themselves to put into 
place shock absorbers to deal with this 
sort of event... it requires astute manage- 
ment." Now Asia's government and cor- 
porate sectors must join hands to de- 
velop policies and new leadership to 
tackle these new pressing global chal- 
lenges to ensure sustainable growth in 
the region. "We've two faces in Asia... one, 
Asia is growing very well and the other 
Asia is struggling behind," commented 
Rajat Nag, Managing Director General, 
ADB. He cautioned that this could cause 
grave social and political tensions that 
may unravel the region's growth. The 
situation demands China, India and Ja- 
pan to show greater leadership in the re- 
gion to head off any sort of crisis.a 

~ Amit Singh Sisodiya and Sanjoy De 
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ndia produces а large variety of 

food crops including cereals, pulses 

and oilseeds. Diversified agricul- 
ture is the priority of the Central Gov- 
ernment, and technical and financial 
support is being extended to farmers to 
encourage diversification especially in 
the areas of horticulture, floriculture, 
medicinal and aromatic plants, apicul- 
ture (bee-keeping) and sericulture. The 
government is continuously working to- 
wards the development of the 
agribusiness sector through consider- 
able emphasis on infrastructure and 
food processing. However, there still is 
scope for further development and 
upgradation of technology and agri-in- 
frastructure to attain world-class stan- 
dards. The main emphasis is on quality 
enhancement, infrastructure develop- 
ment and the use of modern technology. 

As mentioned in Technology Vision 
2020, Dr. Abdul Kalam speaks, writes 
and works with a live vision at the back 
of his mind "Make India a Developed 
Nation". The action plan to realize this 
mental blueprint must place Чће tech- 
nology' as its topmost priority. Groom- 
ing 'technology' from seed to a fruit- 
bearing tree is an art, science and a 
specialized enterprise in itself. 

With 67% of our population and 
55% of the total workforce depending on 
agriculture and other allied activities, 
agriculture meets the basic needs of 
India's growing population. It has been 
estimated that for India to achieve a 
double digit GDP growth rate, agricul- 
tural growth of around 4% is required. 
The backbone of agriculture is its tech- 
nology strength and technology dyna- 
mism that open the doors to socio-eco- 
nomic development by creating oppor- 
tunities for various stakeholders. The 
technology dynamics helps in economic 
growth and wealth generation, and also 
improves trade by increasing domestic 
consumption and through the export of 
value-added products and services. 

In recent years, technology develop- 
ment for commercialization is being 
stressed upon in almost all the forums 
in India. Various studies have shown 
that R&D activities can pay high re- 
turns, and that an industrial company 
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that significantly decreases its R&D is 
clearly reducing the chances of its future 
viability as a profitable organization. 

Since independence, the Indian 
Government has been heavily invest- 
ing on all fronts, including health, agri- 
culture, industry, Science and Technol- 
ogv and infrastructure, almost 
parallely. This has resulted in the 
growth of the sectors which depend 
heavily on imported technologies and 
equipment on the one side, and concen- 
tration of academic institutions 
mostly on basic research or early parts 
of applied research on the other. Thus, 
the objective and focus of national level 
agricultural research on technology 
has wide differences with that of the 
industries in the sector. Public R&D 
was neither a result of market strategy 
nor of the growth/challenges posed by 
tne system. This has resulted in poor 
linkages between R&D centers and in- 
dustry. But the scenario is changing 
now, providing opportunities for R&D 
institutions and the mdustries to work 
together and progress. 

However, the need and scope for ac- 
tive participation of private sector re- 
quires ensuring commercial viability of 
technologies in the sector. Therefore, 
the technological innovations and their 
commercialization are the need of the 
hour and require the right environment 
of supporting funds, infrastructure and 
human resources with adequate for- 
ward linkages. 


Technological advancement 

The rapid growth and development in 
the agribusiness sector has opened new 
dimensions and opportunities for inno- 
vations in the agri sector. Right from 
the selection of the seed to the market- 
ing of the final produce, there is a need 
for advancement in technology, so that 
without any losses during the pre and 
post harvest practices, good quality pro- 
duce reaches the consumer at reason- 
able prices. Indian agriculture has 
passed through two phases of agricul- 
tural development and is now foraying 
into the third phase that is totally de- 
pendant on high technologies. These 
phases are as follows: 
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Traditional agriculture with low 
energy, capital and input-output 
ratio/surplus: Initially, agricul- 
tural activity was confined to the 
production of food grains and a few 
cash crops such as cotton, sugarcane 
and jute. Farmers were using tradi- 
tional methods and were growing 
food for their own subsistence. 
Technologically dynamic agri- 
culture with low capital inten- 
sity and low market integration: 
This was the era of the Green Revo- 
lution. Generation of new hybrids of 
plants and animals through breed- 
ing programs and genetic engineer- 
ing, use of machineries at field level, 
and large scale use of chemicals, 
pesticides and fertilizers dramati- 
cally increased the production of 
agri produce. But due to the unregu- 
lated market system farmers were 
not able to get good returns. More- 
over, there was a lack of quality pro- 
duce in the market. During this 
phase, agriculture had shifted from 
subsistence to partially commercial 
agriculture. 

Technologically dynamic agri- 
culture with high capital inten- 
sity and high market integration: 
India has now entered the era of hi- 
tech agriculture where the use of 
machinery is on a large scale. Its ag- 
ricultural sector is being continu- 
ously strengthened by developing 
infrastructure facilities such as cold 
storages and warehouses to en- 
hance its food value chain. The bio- 
technology industry in India is also 
growing. Many modern techniques 
such as greenhouse technology, ge- 
netic engineering, water manage- 
ment (drip irrigation and sprinkler 
irrigation) are being used on a mass 
scale. But use of GIS, remote sensing 
and precision farming, hi-tech dairy 
farming, etc. have not yet gained 
popularity. Work has to be done to 
encourage these technologies in In- 
dia. Therefore, there is the need to 
introduce hi-tech agriculture in In- 
dian farms so that it could shift itself 
from partially commercial agricul- 
ture to fully commercial agriculture. 


Technology: The need of the hour 
Modern agriculture has considerably 
increased the quantities of food. It has 
brought drastic changes in the produc- 
tion pattern of agricultural crops. In the 
era of globalization, where there is cut- 
throat competition among the countries 
to produce more, both in quality and 
quantity, every country, whether devel- 
oped, developing or underdeveloped is 
adopting hi-tech agricultural practices 
which are effective and efficient. With 
the development of new technologies, 
there is a growing demand for special- 
ized crops and flowers due to which 
niche farming is gaining importance. 
The role of different technologies has 
been further elaborated below. 
Production technologies 
Agriculture is the backbone of the 
Indian economy. Despite this, it is fac- 
ing various constraints such as frag- 
mentation of landholding, low produc- 
tivity and conversion of agricultural 
land to non-agricultural uses. Still, 
there are increasing investment oppor- 
tunities in the sector due to the rising 
need for quality and value-added prod- 
ucts. Hence, hi-tech innovative tech- 
nologies need to be adopted to increase 
the production and improve the quality 
of the produce in the limited land avail- 
able. The technologies are defined as 
farmer-friendly and inexpensive, help- 
ing in optimization of management 
practices. 

Hi-tech farming technologies 
Hi-tech farming includes innovation 
and new technologies in the production 
process. These hi-technologies are pro- 
duction-cum-profit-oriented, employ- 
ment-generating and risk-reducing. 
They also provide a dependable source 
of earning to the farming community. 
Further, they create immense opportu- 
nities for producing export-oriented ag- 
ricultural products by their adoption in 
the production process. 

Hi-tech agriculture is defined as 
"any agriculture/horticultural technol- 
ogy, which is modern, less environment 
dependent, capital-intensive and has 
the capacity to improve the productivity 
and quality of any agricultural or horti- 
cultural crop." 
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Hi-tech agriculture includes all the 
modern machineries and all the prac- 
tices that are time апа labor saving апа 
maintain the quality and quantity of the 
farm produce. These practices include all 
aspects of agriculture such as crop pro- 
duction, dairy farming, poultry, and fish- 
eries. Some of the main elements of hi- 
tech agriculture are as follows: 

s» Soil management which includes 
improved soil practices, integrated 
nutrient management. 

=» Water management which includes 
water harvesting and micro irriga- 
tion system (drip and sprinkler irri- 
gation). 

a Agriculture engineering which cam- 
prises of the machines and equip- 
ments with modern technology. 

a Manure and fertilizer which include 
the use of eco-friendly practices such 
as vermi compost and bio-fertiliz- 
ers. 

a Disease and pest management 
which include piant clinics and envi- 
ronment-friendly approach for plant 
protection such as integrated pest 
management. 

=" Improved high quality seeds/plant- 
ing material, and greenhouse and 
poly house cultivation. 

= Crop diversification which includes 
introduction of horticulture and flo- 
riculture. 

a Animal husbandry and dairy which 
includes new practices and modern 
equipment of production. 

a Food technology. 


Economic Status 
Developed Countries 


Developing Countries 
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Hi-technology interventions in farming 
involve protected cultivation-greenhouse 
technology, modern agronomic practices, 
tissue culture, micro irrigation facilities, 
drip and sprinkler irrigation, cold chain, 
and modern pack houses, among others. 

Agriculture in developed countries 
is based on fully automated machines 
and equipment. These countries have 
their own strong R&D cells for develop- 
ing advanced technologies in the area of 
agriculture, whereas the developing 
countries are adopting new technologies 
that are being imported from other 
countries. 

Other countries that are not quite 
as strong in their agriculture and R&D 
sector have to depend totally on imports 
of new technologies. For instance, Nepal 
and Bhutan, among others, are some of 
the countries which have poor R&D in 
their agriculture sector and, therefore 
they have to depend on developing and 
developed countries for fulfilling their 
basic agricultural requirements. 

Geo spatial technologies 

The geo spatial technologies provide in- 
novative end-to-end solutions to the ag- 
ricultural community for planning their 
supply chain and farming strategies. 

The innovative geo spatial solutions 
are based on remote sensing, GIS tech- 
nologies, surveying and mapping tech- 
nologies. The focused commercial appli- 
cation of geo spatial technologies help 
in crop mapping and acreage estima- 
tion, yield forecasting and crop health 
screening, and monitoring of drought 
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and flood situations which have great 
value and are of importance to the agri- 
cultural community. At the same time, 
the geo spatial technologies are of great 
relevance for mapping the status of soil 
productivity and land degradation, 
mapping of changing pattern in agricul- 
ture land use, and also monitoring the 
impact of other inputs. 

These technologies also play a very 
important role in crop insurance and 
agri financing activities. The usage of 
these technologies provides informa- 
tion on crop status for a large area in a 
time-effective manner, thus helping in 
agriculture crop insurance by providing 
speedy claim settlement and time— 
cost-effectiveness. Further, it also helps 
in generating measurable risk, essen- 
tial for an insurance company. For in- 
stance, Agricultural Crop Insurance 
Company (AIC) is using remote sensing 
technologies that provide several ad- 
vantages pertaining to the selection of 
suitable parameters for yield, crop 
health and timely and authentic as- 
sessment. Similarly, it helps in agri fi- 
nancing by measuring the crop yield and 
crop health in advance. 

The agribusiness community re- 
quires technology assessment about 
crop estimation and forecasting to en- 
sure effective supply chain and farming 
strategies. The major issue is the cost- 
effectiveness of these technologies. 
What is required is the selection of the 
right technology for increasing the us- 
age of these technologies in the sector. 
Therefore, there is still a need for knowl- 
edge sharing, information exchange and 
benefit sharing among various technol- 
ogy providers to facilitate increase in 
the user community base, which can 
lead to a reduction in the cost of geo spa- 
tial data. 

Post-harvest, processing and mar- 
keting technologies 

Post-harvest technology is central to 
the preservation of quality and the re- 
duction of damage and wastage in the 
movement of fresh agri produce from 
the farmer to the consumer. It covers a 
variety of processes, which include the 
integrated functions of harvesting, 
cleaning, grading, cooling, storing, pack- 
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aging, transporting and marketing to 
help bridge the gap of time and distance 
between the producer and the con- 
sumer. 

The use of appropriate and ad- 
vanced post-harvest technologies is an 
important part of modern agricultural 
production, as utilizing improved post- 
harvest practices often translates into 
reduced food losses, improved overall 
quality and food safety, and higher re- 
muneration for farmers. Therefore, 
adoption of advanced post-harvest tech- 
nology is imperative for the develop- 
ment of agriculture. 

Innovations made in the optimiza- 
tion of harvesting techniques and tools, 
development of more advanced selec- 
tion, classification and packaging sys- 
tems, and standardization of packaging 
and higher end cold storage systems, 
among others, if suitably adopted, have 
the ability to change the landscape of 
Indian agriculture. 

Furthermore, technological ad- 
vances in post-harvesting can result in 
significant gains in logistics which al- 
low for improvements in transport to 
increase exports resulting in increased 
amounts being shipped. Time involved 
in logistics can also be reduced, result- 
ing in higher efficiency in selection, clas- 
sification and optimization of loading 
and unloading. 

India has been practicing various 
methods of food processing such as sun 
drying, pickling and fermentation. The 
quest is forever on for newer methods of 
food processing with least change in 
sensory qualities. Irradiation is one of 
the latest methods in food processing. 
Irradiation of food items involves treat- 
ing certain types of food with ionizing 
energy or radiation. It turns out to be a 
cost-effective method for processing of 
food products. But India has still to de- 
velop its research base for developing 
technologies that suit the Indian agri- 
cultural and market conditions. Right 
from quality processing technologies to 
the final packaging and storage, India 
has much to do. 

Comprehending this need, the Gov- 
ernment of India is no doubt undertak- 
ing a number of activities and initia- 
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tives. For example, CRAFT, the Center 
for Research and Applied Food Technol- 
ogy, that was set up in 2003 is seen as 
an important step in supporting India’s 
burgeoning food industry. This center 
was set up specifically to cater to the 
new and increasing technology and in- 
novation needs of the food processing 
industry. 

Along with appropriate R&D di- 
rected towards developing modern post- 
harvest technologies, it is important to 
create suitable linkages through work- 
shops and training centers/seminars to 
disseminate this information to the 
farmers at the ground level. Agro Food 
Parks and Hi-tech Farms, which adopt 
the implementation of such advances, 
should also be developed. 

Over the years, the volume of ex- 
ports of frozen fruits and vegetables 
from India have increased manifold. 
However, consumers in the importing 
countries are very stringent about the 
quality of the products. Most of the pro- 
cessing techniques being followed in 
India such as refrigeration, heat pro- 
cessing, processing using chemical 
treatments, curing, fermentation, and 
irradiation result in some change in the 
form and structure of the food-items be- 
ing stored. Refrigeration and freezing, 
though are being commonly followed for 
the purpose of shelf-life, the resultant 
product of such processing, however, is 
always under question. 

Individual Quick Freezing (IQF) 
also known as Flash Freezing, is a com- 
mercial freezing technology that allows 
fruits and vegetables to retain their 
quality and original nutritive value 
while preventing large ice crystals from 
forming in the fruit cells. IQF products 
eliminate reprocessing and considerably 
reduce the drop loss during thawing re- 
freezing. It also gives a longer shelf-life to 
the fruits and vegetables. Consumers in 
the importing countries prefer IQF prod- 
ucts as they fetch a better price in the 
international markets. Technologies 
such as this need to be explored and 
adopted by the Indian farmers. 

Furthermore, the use of Information 
and Communication Technology (ICT) 
in agriculture can be used to develop a 


Market Information/Intelligence Sys- 
tem. These technologies have the abil- 
ity to provide farmers with real-time in- 
formation with regard to weather condi- 
tions, price movements and know-how 
about advancements in agricultural 
technology, hybrid seeds, pesticides, 
fertilizers, etc. at their doorstep in their 
local language. 

e-Commerce is another alterna- 
tive technological innovation that can 
have a great impact on the agricultural 
scenario allowing farmers to access new 
customers, maintain visibility, offer 
flexibility to customers, and streamline 
their administrative process. However, 
to fully realize the benefits of the e-com- 
merce process, it is essential to inte- 
grate it with other functions such as 
warehousing, inspection and insurance, 
among others. 

Modern terminal markets have 
the ability to change the landscape of 
how transactions take place in agricul- 
ture commodities by bringing in effi- 
ciency as well as sophistication in the 
supply chain model to maximize re- 
turns to growers as well as meet the 
ever-increasing needs of the consumers, 
both in the international as well as the 
domestic markets. 

This market should be equipped 
with state-of-the-art facilities on a par 
with contemporary international stan- 
dards to focus on substantial growth in 
the production, export, and moderniza- 
tion of trade. The market should be 
equipped with mechanical automated 
systems, required for modernization, 
that will benefit the growers, traders 
and consumers, and also encourage 
growers for increased production. In or- 
der to reduce multiple handling and 
smooth movement modern systems 
should be introduced. Apart from the 
central electronic auction system, 
state-of-the-art electronic grading, 
quality evaluation station, etc. are 
other areas which should be specifi- 
cally addressed. Ripening chambers, 
cold storages, IT-enabled operations, 
transactional banking and automa- 
tion/networking with latest technologi- 
cal application should also be intro- 
duced. 
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Technology 


Genetically 
Modified (GM) 
crops 


Controlled 
irrigation 


Micro propaga- 
tion of plants 


The green- 
house 
technology 


GIS and remote 
sensing 


Biotechnology 


Precision 
farming 


Farm machin- 


ery and 
implements 
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Description 


Modifying existing genes or 
moving genes from one living 
thing to another to enhance 
crop improvement or to change 
the crop characteristics 


Drip irrigation: Slow application 
of water, drop by drop to the 
root-zone of a crop. 

Sprinkler irrigation: Water is ap- 
plied to the surface of any crop 
or soil in the form of a thin spray 


Plants are grown through a 
plant part or by a single cell 


All the plants are grown in poly 
houses which are made of ultra- 
violet plastic sheets 


GIS is an organized collection of 
computer hardware, software, 
and geographic data, and is 
personally designed to capture, 
store, update, manipulate, ana- 
lyze, and display all forms of 
geographical information 


Uses living organisms or their 
parts to modify plants or ani- 
mals orto develop microorgan- 
isms for specific uses 


Based on the principle that dif- 
ferent individual plants/trees 
require variable rates of appli- 
cation of fertilizers, plant pro- 
tection agents, weter and 
other inputs and therefore, the 
basic approach in precision 
farming is to determine these 
requirements at sites of pro- 
duction at levels of individual 
piants/trees 


Itis the use of new machinery in 
fields, and in animal husbandry 


Technology in Agriculture: At a Glance 


Advantages 


Genes of desired quality such as disease-re- 
sistant and drought-resistant are introduced 
in crop to make them grow in tough condi- 
tions and to enhance crop production and 
maintain their soil productivity. 


Efficient use of water 
Uniform distribution of water 
Suited for problematic soils 
Cost-effective 


Cost-effective method 
Large number of plants can be obtained 
from a single plant of desired quality 


The crops grown under the poly houses 
are safe from unfavorable environment 
(hailstorm, heavy rains or scorching sun- 
shine, etc.), birds and other wild animals. 
This technology is economic and can be 
used to grow any crop in any climatic 
condition. 

Efficient use of water 

Cost effective 


Agricultural area mapping 

Agricultural planning 

Suitability analysis of agricultural land 
Identification of optimal crop combina- 
tion regions in different environments 
Monitoring and forecasting of crop health 
Soil resources mapping 


Biotechnology products include antibiot- 
ics, insulin, interferon, recombinant DNA, 
and techniques such as cell and tissue 
culture and waste recycling. 

Main tool for improving and developing 
new varieties that could enhance the pro- 
ductivity 


Efficient use of all inputs 

Economize on the input costs 

Reduce the cost of production of agricul- 
tural commodities 


Their use: 


• 


Increases the production 
Saves the time and labor 


e Reduces losses 





Role of Information Communica- 
tion Technology (ICT) in agricul- 
ture development 

ICTs are rapidly transforming the face 
of agriculture across the globe. As al- 
ready mentioned, e-agriculture and 
e-commerce are the promising areas en- 
compassing the agri value chain 
through the application of Internet and 
related technologies. 

In developed countries, many, if not 
most, activities in the agricultural mar- 
ketplace are now mediated by web- 
linked services specifying prices, quali- 
ties, and quantities demanded. Elec- 
tronic communication and websites en- 
able farmers to access credit, govern- 
ment programs and technical assis- 
tance under a variety of finance modes. 
Livestock semen, transgenic crops (GM) 
and business development services can 
be located, bought, paid for over the 
Internet, and delivered by courier the 
next-day. Access to knowledge and in- 
formation in many forms has become a 
key element of agricultural competi- 
tiveness at the household, regional, and 
international levels. 

The application of ICTs in agricul- 
ture in India has been continuously 
evolving with various initiatives taking 
place in different parts of the country. 
Prominent examples are those of ITC's 
e-Choupal; EID Parry's Agriline; 
Gyandoot project (Madhya Pradesh); 
Warana Wired Village project 
(Maharashtra); Information Village 
project of the MS Swaminathan Re- 
search Foundation (MSSRF) 
(Pondicherry); iKisan project of the 
Nagarjuna group of companies (Andhra 
Pradesh), to name a few. 

However, the drawback of these 
technologies is their dependence on in- 
frastructure such as power and telecom- 
munication network. Another limiting 
factor is the fact that information 
transfer varies directly with the learn- 
ing ability and educational levels of the 
stakeholders. Various cultural and so- 
cial factors also affect the dissemina- 
tion of these technologies directly. To a 
large extent, the absence of a good road 
network also impacts the creation of 
networks adversely. 
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Worldwide existing agricultural 
technologies 

Technology will drive future growth in 
Indian agriculture. In order to push the 
frontiers of productivity, generation and 
harnessing of state-of the-art agricul- 
tural technology become inevitable. 
Same ofthe key production technologies 
being adopted in the agriculture sector 
are as follows. 


Issues related 10 technology 
involvement in agriculture 

A large number of technological ad- 
vances have been made within the ag- 
ricultural domain which will be the 
driving force behind the further growth 
and development of this sector in 
India. The generation and harnessing 
of state-of-the-art agricultural tech- 
nology is inevitable to capture growth 
in productivity. 

However, there are a number of is- 
sues associated with technology in- 
volvement in agriculture. These have 
been discussed in greater details below: 

Economic viability/commercial- 

ization of technology): A majority 

of the technological advances are 
more suitable for large holdings. The 
small landholdings of Indian farmer 
do not provide the eeonomies of scale, 
which makes it difficult to earn eco- 
nomic value out of the high capital 
cost of the technologies applied. Ef- 
forts need to be made to undertake 

R&D activities to develop technolo- 

gies which are suitable for the 

smaller holdings and applicable to 
the Indian agricultural scenario. 

It is not just technology, but relevant 

and applicable technology that is of 

importance to any sector. And by ap- 
plicability, what is implied is that 
the technology must be commercially 
viable or else it will never be adepted 
and it will never serve its purpose. 

The R&D institutes that develop 

new technologies have failed on a 

number of occasions to deliver tech- 

nologies that are commercially vi- 

able. All R&D institutes must com- 

prehend the need, the current situa- 
tion and the purchasing power of the 

ultimate user of the technology, i.e., 
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the farmer, before they commence 
the search for new technologies. 
Bottlenecks in R&D: An effective 
R&D system demands appropriate 
investment in agricultural R&D 
which has been shown to have high 
rates of return. However, to attract 
such investments it is imperative to 
put in place an effective and equitable 
Intellectual Property Rights (IPR) re- 
gime. IPRs also impact trade relation 
between countries through technology 
development and its transfer, foreign 
direct investment, and trade flows, 
among others. India is taking small 
but steady steps towards bringing in 
the IPR regime in agriculture. 

There is also lack of research for com- 
mercialization and standardization 
of technologies applicable to Indian 
agro-climatic conditions. There is a 
lack of information on the perfor- 
mance of Indian cultivators under hi- 
tech farming conditions which would 
substantiate the adoption and justi- 
fication of such efforts. Furthermore, 
post-harvest behavior of different va- 
rieties under varying conditions 
needs to be standardized. 

There is also a lack of appropriate 
transfer of the advances made from 
agricultural universities and research 
labs to the farmers. It is imperative to 
develop such linkages to allow the 
flow of information from the R&D cen- 
ters to the farm level. 

Existing agricultural marketing 
systems do not provide the opportu- 
nity for differentiating the value- 
added in the supply chain through 
technical interventions. Moreover, 
growers are unable to realize mar- 
gins for the resources incurred. Evo- 
lution of an organized retail scenario 
promises to provide front-end mar- 
keting opportunities and better cus- 
tomer interface for improved posi- 
tioning and earning the value-added 
for the efforts invested in farm 
mechanization, post-harvest man- 
agement and marketing efforts. 
Internet technology: The lack of 
Internet connectivity in the villages 
hinders the practical application of 
IT in agriculture. The setting up of 


information kiosks through greater 
private sector participation is one 
way of addressing this problem. 
Moreover, farmers are reluctant to 
adopt the skills required to use the 
Internet. Educational and training 
programs based on specific needs 
and skill levels will help to enhance 
adoption of computer technology 
and prepare the agricultural sector 
for future challenges. 
Infrastructure: The non-availability 
of the basic infrastructural support 
system like road, electricity and wa- 
ter obstructs the application of tech- 
nologies at the farm level. Efforts by 
certain corporates such as Field 
Fresh and Adani Agrifresh to gener- 
ate these resources themselves have 
led to a sharp increase of the costing 
sheets resulting in negative pressure 
on profitability. Efforts must be made 
in the public-private partnership 
mode to develop these infrastructural 
facilities to push the agricultural sec- 
tor forward. 

Indian agriculture is facing many 
challenges, but simultaneously has 
many opportunities to overcome these 
challenges. The following is the list of 
the challenges and opportunities in In- 
dian agriculture. 


Technology development 

programs in agriculture 

There are so many projects that have 

been started by the Ministry of Agricul- 

ture. These are: 
National Agriculture Technol- 
ogy Project (NATP): NATP was 
the first project in National Agri- 
cultural Research Systems 
(NARS) to shift the focus from dis- 
cipline-oriented research to produc- 
tion system research. NATP was 
the world’s biggest World Bank as- 
sisted agriculture project, devel- 
oped and executed by NARS, which 
involved competitive funding and 
had a pluralistic approach to in- 
volve and fund partners from out- 
side NARS. 
The project was launched in the year 
1998 with the support of the World 
Bank to strengthen and comple- 
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ment the existing resources and to 
augment the output of the NARS. 
The NATP implemented its objec- 
tives through strategies for Organi- 
zation and Management Reforms 
and Research. The research com- 
prised various modes of objective- 
based funding, namely, Teams of 
Excellence (ToE), Mission Mode 
(ММ), Production Systems Research 
(PSR), Institution Village Linking 
Program (IVLP) and Competitive 
Grants Program (CGP). Another im- 
portant component, which was 
funded under NATP was Innovations 
in Technology Disseminations (ITD). 
Projects under ITD were executed by 
the Department of Agriculture and 
Cooperation (DAC), Government of 
India, and the ICAR. 

Production Systems Research (PSR) 
mode of funding was divided agro- 
ecological-zone-wise into five sub- 
modes, namely, Rainfed, Irrigated, 
Arid, Coastal, and Hill and Moun- 
tain. All five sub-modes were recog- 
nized as respective agro-ecosystem 
directorates and were empowered to 
source funds and administer and 
monitor the progress of the projects. 
National Agricultural Innova- 
tion Project (NAIP): This project 
has been envisaged for facilitating 
the accelerated and sustainable 
transformation of agriculture in 
support of poverty alleviation and 
income generation through technol- 
ogy innovations. The project pro- 


vides opportunities to key private 
players, farmers' groups to partner 
with public sectors organizations. 
The project has been launched at 
the national level with the main ob- 
jective of facilitating and providing 
a business perspective to agricul- 
tural research and technology and to 
developing well-tested innovative 
models for application of agricul- 
tural research and technology for 
the profitability of farming, income 
generation and poverty alleviation. 
National Horticulture Mission 
(NHM): This is a Central Govern- 
ment sponsored scheme to promote 
the holistic growth in horticulture de- 
velopment through area-based and 
regionally differentiated strategies. 
The scheme is to promote R&D tech- 
nologies for production, post-harvest 
management, processing and en- 
hancing acreage, coverage and pro- 
ductivity through crop diversifica- 
tion, and extension of different tech- 
nologies. It also aims to assist in set- 
ting up post-harvest, value-added, 
and marketing infrastructure. 


Conclusion 

As has been stated earlier in this article, 
the backbone of agriculture is its tech- 
nology strength and technology dyna- 
mism that open the doors to socio-eco- 
nomic development by creating opportu- 
nities for various stakeholders. The tech- 
nology dynamics helps in economic 
growth and wealth generation and also 


Challenges vs. Opportunities 


Poor agricultural marketing system 
Inadequate pre- and post-harvest 
infrastructure facilities 

Perishability and shelf-life enhancement 
Fragmented landholdings 

Dependency on monsoon 


Poor quality standards 
Decreasing land productivity 
Depleting natural resources 
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improve trade by increasing domestic 
consumption and through the export of 
value-added products and services. 

The rapid growth and development 
in the agribusiness sector in India has 
opened new dimensions and opportuni- 
ties for innovations in the agri sector. 
Right from the selection of the seed to 
the marketing of the final produce, 
there is a need for advancement in tech- 
nology, so that without any losses dur- 
ing the pre- and post-harvest practices, 
good quality produce reaches the con- 
sumer at reasonable prices. Indian agri- 
culture has passed through two phases 
of agricultural development—tradi- 
tional agriculture with low energy, capi- 
tal and input-output ratio/surplus and 
technologically dynamic agriculture 
with low capital intensity and low mar- 
ket integration—and is now foraying 
into the third phase that is totally de- 
pendent on high technologies, namely, 
technologically-dynamic agriculture 
with high capital intensity and high 
market integration. 

A large number of technological ad- 
vances have been made within the agri- 
cultural domain which will be the driving 
force behind the further growth and devel- 
opment of this sector in India. The genera- 
tion and harnessing of this state-of-the- 
art agricultural technology is inevitable 
to capture growth in productivity. 

However, there are a number of is- 
sues associated with technology in- 
volvement in agriculture that need to be 
suitably addressed through govern- 
ment support, greater private sector 
participation and creation of appropri- 
ate institutional formats supporting 
Public-Private Partnerships (PPPs) for 
technology-oriented projects in the agri 
sector. The need and scope of active par- 
ticipation of private sector require en- 
suring commercial viability of technolo- 
gies in the sector. Therefore, the techno- 
logical innovations and their commer- 
cialization are the need of the hour 
which require the right environment of 
supporting funds, infrastructure, and 
human resources, with adequately de- 
veloped forward linkages.= 
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Indian economy has transformed into a n: == growing consumer market with increasing purchasing 
power. However, the slow growth of agriculture is a serious concern for policy makers as two-thirds of the country's 
population depend on rural employment for their livelihood. 





Reversing the prolonged slowdown in 
the sector is essential for our goal of inclu- 
sive growth for ensuring that growth ben- 
efits all sections of society and all regions 
of the country. 


—Dr. Manmohan Singh 
Prime Minister, 
Government of India 


ovinda Junghare, a farmer 
from Maharashtra committed 
suicide because he could not 
escape the greedy moneylenders who 
were exploiting him and his family. The 
story is not unusual. The Govinda epi- 
sode indicates the miserable life of the 
peasantry. More than 150,000 helpless 
farmers, all over the country, have com- 
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mitted suicide as the last resort, in the 
last decade and a half. This gloomy pic- 
ture indicates the emerging crisis in the 
agrarian economy. Studies indicate 
that this tragic end of farmers' lives is 
driven by a threefold crisis. These in- 
clude trade liberalization and global- 
ization policies, deregulation of inputs, 
imports and prices and of course, the 
inevitable consequence of deepening 
debt. 

The contribution of agriculture to 
the СОР has declined from 38% in 
1975 to almost 20% this year. Nearly, 
60% of the population depends on it for 
their livelihood. Investment in agricul- 
ture has been declining over the years, 
steadily. Successive governments have 
been reducing expenditure on rural de- 


velopment. Besides, the overall land 
under food grain cultivation has re- 
mained static at 120 million hectares 
and it is dropping steadily. Amidst 
stagnant yield, shortage of water, un- 
remunerative prices, the sector is nei- 
ther economically nor environmentally 
sustainable. The yields for many agri- 
cultural commodities are low. A poorly 
maintained irrigation system and al- 
most universal lack of good extension 
services are among the factors respon- 
sible for such conditions. The access to 
markets is hampered by poor roads, 
rudimentary market infrastructure 
and excessive regulation over the 
years. These sore realities further 
worsen the emerging crisis situation 
in agriculture. 
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INTERVIEW 





The nextlevel of growth could come in only by way of market-driven development of agriculture. 


What are the reasons for the downward trend of 
agricultural investment as a proportion to GDP in 
India? 
Low returns to investment in agriculture is 
the major reason for the current trend of de- 
clining agricultural investment as a propor- 
t:cn to GDP in India. Returns to investment 
is a function not only cf productivity increase, 
but also of returns to farming which has been 
declining due to a downward trend of real 
pr:ces of agricultural products. This is due to 
inefficiencies in the existing marketing sys- 
tem which is benefitting the intermediaries 
razner than the producer or the consumers. 
The best alternative to increasing the 
governmental allocation for agriculture and irrigation would 
be to streamline agricultural marketing to reduce inefficien- 
cies in the value chain, thereby providing the right price 
(‘searcity price’) to the farmers and hence increased income 
in their hands. This could lead to automatic flow of private 
investment into agriculture as private investors would start 
meeting the demand cfthe farmers in research and develop- 
ment. Hence, I believe that the next level of development 
should be a market-led development of agricultural produc- 
tion in the country. 


Do you think that Indian agriculture is facing the problem of technol- 
ogy-fatigue? 

I do not think so, as biotechnology, by way of Bt cotton, has 
shown that there is a huge potential for technology adoption 
in farming. In fact, the private and foreign investment in 
bictechnology and seed sector alone has increased manifold 
during the recent years. Given the current public R&D sys- 
tem of the country, most of it is led by perceived needs of 
farming community rather than by their real needs. The suc- 
cess of Bt cotton among the cotton growers show that given 
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the right technology, there has always been 
its adopters in Indian agriculture. 


Given the fact that the size of landholding is shrink- 
ing, what kind of policies are required? 
Market-led development of agriculture is 
the only solution to shrinking landholding. 
This would not only lead to inefficient pro- 
ducers moving out of farming, but would 
also lead to scale neutral technologies. 


==. 


Ground water level is declining throughout India and, 
moreover, investment in irrigation as a percentage of 
GDP is also declining. How do you view this trend? 
It is a serious concern both from the point of 
view of agricultural production and declining land health due 
to usage of salt water. The only solution lies in intensive 
adoption of water saving technologies such as drip irrigation, 
and sprinkler irrigation as against flooding, through subsi- 
dizing its usage. Though this is being adopted in high value 
agricultural/horticultural production processes, its adoption 
in common field crops is quite low. In spite of its forced adop- 
tion, I believe in market-led development of agriculture 
wherein providing better returns to farming would lead to 
R&D and adoption of water conservation technology auto- 
matically wherever the need for the same arises. 

In fact, with the optimization of the irrigation potential, 
the government should look for more investment in water con- 
servation and ground water recharge technologies to reverse 
the ongoing trend and reduce its impact on agricultural pro- 
ductivity. 

Having seen technology and input-led agricultural devel- 
opment during 1960s, I believe that the next level of growth 
could come in only by way of market-driven development of 
agriculture. Hence, any further effort in developing the agri- 
culture should lie in developing market and infrastructure. 


Paradoxical targets? 

Against this background, the national ag- 
riculture strategy aims at an average an- 
nual growth target of 4% from the current 
2%. However, this is not desirable unless 
the sector realizes a grewth in food grain 
production at 2 to 2.5% per annum. Yet, 
the high growth rates of 
8-10% are not sustainable unless the To- 
tal Factor Productivitv (TFP) increases 
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simultaneously. To achieve this, the de- 
clining public investment in this sector 
needs to be stepped up manifold. Also, the 
agricultural growth in the last five years 
has averaged 1.87%, the lowest since in- 
dependence, while it was 5% in the mid- 
1980s. The decelerated growth has led to 
а gradual drop in the farmers' income lev- 
els. The severe impact ofthe drought expe- 
rienced just few years back is one of the 


major reasons for such a dramatic decline 
in productivity. But with more than two- 
thirds of the cultivated area remaining 
without irrigation and more than 6096 of 
the farmlands still rainfed, things could 
not have been worse for agriculture. 


Benign neglect? 
Agriculture has been subjected to gov- 
ernmental discrimination relative to 
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and probably in short run only. 


What are the reasons for the downward trend of agri- 
cultural investment as a proportion to GDP in India? 
The downward trend in agricultural invest- 
ment has become a national talking point 
now. But see, agriculture is a very peculiar 
sector. There can be limits to investment as 
well. You invest to bring more land under cul- 
tivation, you invest in fencing and irrigation, 
and you invest in tractors and other machin- 
eries. Then what next? So you might hit the 
natural limit. Well, in case of underground 
water for irrigation, you may even dig a 
deeper well. But after sometime, you may 
not be able to even do that. So beyond a point, 
productivity can increase only through in- 
vestment in R&D and not through physical investment. It is 
of course difficult to say at what stage we are. The situation 
may be different in different areas. Another important area 
can be to invest in developing an information system which 
the farmers need badly. It could also be the case that the 
slowdown of investment in power generation can be one of the 
reasons as rural areas always suffer more in case of power 
shortage and that may also affect productivity. 

We also need a massive capacity enhancement system. 
The farmers need to be made versatile so that they are not 
dependent оп a single crop. It is difficult as farmers are not 
always ready to adopt a new crop. So you need an effective 
extension system so that farmers can take advantage of 
available information and cultivate the crop that may give 
them the best return rather than cultivating the same crop 
irrespective of market situations. 
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Corporatization of agriculture cannot be the panacea. It might help in some crops 


Why is the productivity of our crops less when com- 
pared to countries such as China and US? What 
are the ways to improve the productivity in India? 
When we talk about productivity in agri- 
culture, we always tend to talk about land 
or labor productivity only. But this is not 
the correct way to measure productivity. 
Land and labor are not the only inputs you 
use in agriculture. If you have irrigation, it 
involves costs. If you use machines, you 
will incur costs. If you are using high qual- 
ity seeds or more of fertilizers and pesti- 
cides, they will cost you. So one has to talk 
about total factor productivity where all 
such inputs and their costs must be con- 
sidered. Looked at from this perspective, Indian productiv- 
ity may even be higher! You can have a situation where land 
productivity can be higher but input costs may be even dis- 
proportionately higher. You see, land productivity of crops is 
comparatively higher in all developed countries, including 
the US, Japan and the European nations. But then, why do 
they need to give huge subsidies to their agriculture? Then 
again, why are they importing wheat at higher prices? As | 
indicated before, the key to improving productivity is invest- 
ing in R&D. 


What are the immediate challenges facing Indian agriculture? Do you 
feel there is a need to increase our agricultural subsidies to lift the 
agricultural production? 

We need subsidies in agriculture. But not like free power or 
subsidized urea. Free power has created havoc in many areas 


the industrial sector. Although the 
country is presently focusing on the ser- 
vices sector, adequate advancement 
has not been achieved in the agricul- 
tural field. Public investment in agri- 
culture as a percentage of GDP declined 
from 3% to around 1.7% last year. Inter- 
national Food Policy Research Institute 
(IFPRI) has indicated that the country 
currently invests only about 0.5% of its 
GDP in agricultural research, compared 
with 0.7% in the developing countries as 
a whole and as much as 2-3% in devel- 
oped countries. 
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The country’s natural resources, 
which have a direct influence on food 
production, are under gross-neglect and 
under utilized too. There are over 100 
million hectares of land classified as 
wastelands; about 65% of rain water is 
wasted; about 50% of forests are de- 
nuded; and over 55-60% rural people 
are underemployed. The ultimate irri- 
gation potential of the country is 
roughly 140 million hectares, of which 
not more than 70% is being exploited. 
Until now, the irrigation projects could 
generate only about 7 million hectares 


worth of irrigation facility. On the con- 
trary, 9-10 million hectares of fertile 
lands have turned into saline waste- 
lands due to excessive depletion of 
ground water. Besides, the post-harvest 
activities in agriculture are also getting 
neglected. The value-addition in agri- 
culture is 15-20% of the total, compared 
with an additional 100% or more in de- 
veloped countries. 

The decelerated agricultural growth 
has slashed the farmer’s income levels 
ruthlessly. According to the market es- 
timates, the income levels in rural India 
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leading to excessive withdrawal of ground water causing not 
only environmental damage but also stress for farmers them- 
selves in the long run. What we need is subsidy in R&D. You 
don't expect agro-business companies to invest in R&D that 
will benefit the farmers. Consider this, when a pharmaceuti- 
cal company invests in R&D, it recovers the money and the 
return on it by selling medicines. Similarly, if an agro-busi- 
ness company invests in R&D and invents improved seeds, it 
will recover its investment and return (which would be mo- 
nopoly return due to patent right) by selling seeds. So how 
would the farmers benefit? They will have higher yield per 
acre but at the same time, higher costs as well and ultimately 
no increase in profits for the farmers. 

We have not done well in R&D. It has, by and large fol- 
lowed what is happening in the developed world. Do we have 
many high yielding varieties in pulses? No. That's because, in 
western countries people don't use pulses much. Secondly, our 
R&D has mostly been done assuming that there will be irri- 
gation facilities. Do we have too many high yielding varieties 
of crops that are drought resistant? No. So you need subsidies 
for R&D, information system, extension and training. 


How does corporatization of agriculture serve as а blessing in reducing 
our dependence on imports as well as improving the agricultural 
progress of the country? 
Corporatization cannot be the panacea. It might help in some 
crops and probably in short run only. If corporatization is the 
solution, then why the tea industry is in trouble in India? Tea 
plantation is not done by small farmers. If corporatization is 
the solution then why do the farmers in the US, Europe and 
Japan need subsidy? But if corporate farming is done by big 
agro-marketing companies, they will have better chances of 
survival. Similarly, if they also undertake R&D, they might 
have an even better chance. But such a model does not exist 
anywhere. May be, it's difficult to reach such a big scale where 
you will require to integrate production, marketing and R&D 
efficiently. 

But even if corporatization helps, can you do that on a 
massive scale. Can you take land from the farmers? Well, if 


you can give alternative employment for rural population, 
they will sell their land on their own and corporatization may 
happen automatically. 


It has been observed that a rise in unemployment and the paucity of jobs 
in the rural sector are responsible for the poor growth performance in 
agriculture? Elucidate. 

I don't think shortage of labor is a problem in agriculture. Yes, 
it may be true that if there were alternatives, agricultural 
laborers would not work in the fields. But there are no alter- 
natives and they are working in the fields. Even if there is a 
shortage of agricultural laborers, it may be only in some pock- 
ets and it is not a countrywide phenomenon. But of course, 
there is seasonality in agriculture. Hence, the agricultural 
laborers must have alternative employment during off-sea- 
son. Otherwise, they may migrate to urban areas and may not 
come back in the busy seasons as well causing some labor 
shortage. 


Why is the government depending on imports at a very high price, but 
unwilling to pay Indian farmers a higher MSP rate? What can be the 
policy requirements to improve the agricultural performance in the 
country? 

This is very simple. You cannot buy from international mar- 
ket at lower prices. You do not have any control over foreign 
farmers to get at lower prices. But government wants to keep 
prices at a lower level due to political reasons. So, imported 
wheat would be sold in domestic markets at a subsidized 
price. If the government does not give subsidy to imported 
wheat then issue of higher MSP will not arise. The prices will 
increase automatically. But can the government do that? To 
be fair, of course, if the government is subsidizing imported 
wheat then it must subsidize domestic wheat as well. But 
this will raise the total subsidy bill, drastically. 


In the short-term, do you feel that the outlook for agriculture will be 
bright? 

I don't think so. But if the prices are allowed to rise a bit, then 
that will give good returns and incentives to farmers. 


rose by a mere 0.28% as compared to 4% 
in other sectors. No wonder, a recent 
NSSO survey revealed that nearly 40% 
of the farmers interviewed would like to 
abandon farming, if they have any other 
better option open before them. 


Multidimensional crisis 

The challenges before the sector are im- 
mense. Productivity of principal food 
crops has reached a plateau. To sustain 
a long-term growth rate of 4.596, experts 
opine that the cropping intensity will 
have to rise from the current 137% to 
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150.3596 in 2011-12. Though in oilseeds 
India has doubled its production in the 
past two decades to 26 million tons, it 
became the largest importer of pulses 
to fulfill the demand and to control the 
prices in the country. 

Even now, the ownership of the land 
is highly skewed; the average size of 
holding is 1.41 hectare. Against these 
smallholdings, food grain production has 
been showing a declining trend in the 
last five years. Output has dropped from 
212.9 mt in 2001-02 to 209.17 mt in 
2006-07. Gradual erosion of the self-suf- 


ficiency in food grain production and the 
dependence on import of wheat and 
pulses signals a crisis in the offering in 
terms of food security. One of the major 
reasons for the decline in production per- 
formance is the large-scale nutrient 
depletion and inadequate nutrient use. 
It has been observed that intensive rice- 
wheat rotation in the states of Punjab, 
Haryana and western Uttar Pradesh, 
has led to the depletion of ground water 
and the spread of alkalinity and salinity. 

Besides, ground water depletion 
and subsidies on power supply have 
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done a great damage to ground water 
resources, eventually leading to water 
depletion and failed tube wells. The де- 
cline in production performance is not 
only putting a break on growth but is 
also complicating the supply-side ртођ- 
lems in essential commodities. This 
has been particularly true in the case of 
wheat, pulses and edible oils recently. 
The inflation has recently swelled to 
6.7%, a two-year high, as food items 
have a weightage of 15.496 in the whole- 
sale price index basket. It has been ob- 
served that agricultural insurance now 
covers only abou: 4% of the farmers. 
Besides, unaccountable control of mar- 
kets in most states has reduced the 
farmers' bargaining power. Besides, the 


| 


support systems needed by farmers 
such as research, extension, input sup- 
plv and opportunities for remunerative 
pricing are in various stages of disar- 
ray. In a misdirected effort to improve 
the yields, the farmers have exten- 
sively used urea, thus degrading the 
soil fertility. 


What needs to be done? 

Experts opine that if the current trends 
continue, agriculture's share of GDP 
will decline to about 14% by 2014. The 
Minimum Support Price (MSP) of crops 
needs to keep pace with the rising input 
costs. Аз such, provision of an MSP that 
is 50% more than the weighted average 
cost of production should be considered. 
Also, by strengthening the existing 
PDS, nutritious cereals and pulses are 
to be provided at а reasonable MSP and 
it should become an effective instru- 
ment at tackling hunger. MS 
Swaminathan, Chairman, National 
Commission on Farmers, ортез, “АП 
those who contribute to the public dis- 
tribution system should be given a 
smart card that will entitle them to nu- 
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trients, micro-nutrients and seeds at a 
concessional price." 

Investments in R&D would have the 
highest impact on the growth. As such, a 
revolution in agricultural technology is 
the need ofthe hour. Advanced technolo- 
gies should be affordable and accessible 
for the farmers. Educating the farmers 
regarding the bioengineering of crops 
and training them with skills to develop 
will help improve the yields by up to 
25%. Even now, 80% of the seeds used in 
agriculture come from farmer-seed sys- 
tems. Farmers are using traditional 
seeds, which means productivity is low; 
therefore, a crash program to double the 
availability of certified seeds is the 
need of hour. In case of Bt cotton, the 


Investments in R&D would have the highest 
impact on the growth. As such, a revolution in 
agricultural technology is the need of the hour. 


institutions should concentrate on de- 
veloping new varieties rather than hy- 
brids, so that farmers can keep their 
own seeds. Further, the research insti- 
tutions have to coordinate with farmers 
in promoting science and technology 
programs in the area of agricultural re- 
search and extension education. 
Thanks to the scientific and technologi- 
cal advances, particularly satellite sen- 
sor technology, crop simulation models, 
modern tools of meteorology, etc. in de- 
livering information to the farmers, the 
transmission of crop and weather data 
from agro meteorological services to the 
rural areas is now much easier than in 
the past. The use of remote sensing 
technology in the agricultural fields can 
help in identifying bore well sites. 

The recent bout of inflation has been 
attributed to short-supply of various 
vegetables. Thus, the development of 
cold storage facilities is necessary. Ex- 
perts opine that attention to dry land 
farming is also best to tide over the infla- 
tionary spirals. These areas are ideal for 
dry land agriculture and rainfed farm- 
ing. Cultivation of high value and low 


water requiring crops such as bajra, 
jowar, ragi and minor millets in the 
rainfed areas is important. Promoting 
conservation farming, green agriculture 
and minimum tillage is the pathway to 
sustainable food security. Further, no- 
till or conservation agriculture can raise 
the crop yields by 20 to 50%. Initiatives 
such as rainwater harvesting, aquifer re- 
charge and conjunctive use of surface 
and ground water also help in main- 
taining the fertility of the six-inch layer 
of topsoil. Promotion of organic farming 
in India could prove beneficial to in- 
crease its share of agricultural exports. 
Issuing 'soil health cards' will encourage 
the farmers to guarantee the soil fertil- 
ity enhancement. The System of Rice In- 
tensification (SRI) method of rice culti- 
vation, now getting popular in Tamil 
Nadu, can help save considerable quan- 
tities of water. 

The weakest link in the agricultural 
story is the extension services. The ex- 
tension service is in disarray. Indeed, 
the biggest crisis afflicting the market- 
ing of farm produce is the inability to 
manage the agricultural surpluses. 
Farmers in different parts of the coun- 
try have been demonstrating their frus- 
tration at the faulty system by dumping 
tomatoes, potatoes and other fruits on 
to the streets to draw the government's 
attention towards the lack of adequate 
marketing infrastructure and assured 
market prices. As such, the policy plan- 
ning effort by the government has to en- 
sure that the surplus does not become a 
national liability. Also, the lack of re- 
munerative marketing system at the 
field level in dry farming areas is hin- 
dering the production of oil seeds and 
pulses. The need of the hour is to assure 
remunerative and assured marketing. 
In addition to water conflicts, this is 
also the time of land disputes. With the 
rapidly expanding SEZs, the farmers 
are getting displaced from their agricul- 
tural lands. Thus, the Land Acquisition 
Act needs a review with reference to the 
formula for calculating the compensa- 
tion. Tamil Nadu's recent example of 
allocation of land to the landless de- 
serves to be studied and emulated 
throughout the country. 
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Experts strongly hold that agricul- 
ture still suffers from tax evasion bv 
the unorganized sector leading tc the 
lack of a level playing field. СП recom- 
mends implementing Unified Food 
law and lowering the total tax burden 
on processed foods so that the demand 
for farm produce rises. Besides, large 
scale agricultural activities such as 
plantations and horticulture shouid be 
taxed. Yet, it is equally important to 
spare smali and medium farmers from 
taxes. Also, there is a great need for [05- 
tering symbiotic contract farming sys- 
teris based on a win-win situation for 
bcth the corporate and the farmer. The 
government also plans to set a target of 
involving 10% of the farmers in cortract 





ferming in the next four years. Also, co- 
operatives can play an important roie. 


Trade policy reforms 

Trade liberalization has a great poten- 
tial in maxing agriculture competitive. 
To achieve this, proper infrastructure 
development has to be in place tc сөгл- 
pete with the other countries. In 2006, 
India relaxed mest of the quality norms 
for the US and Australian wheat enter- 
ing the country, thus allowing sub-stan- 
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India must work towards establishing a rule- 
based multilateral trading system in the global 
trade of agricultural commodities. 


dard imports. To gain from the WTO 
negotiations, experts opine that India 
must work towards establishing a rule- 
based multilateral trading system in 
the global trade of agricultural com- 
modities. Any second option of reaching 
bilateral and regional free trade agree- 
ments with major developing countries 
such as China, Brazil, and South Africa, 
in the case of a delay in multilateral 
negotiations, is also commendable. 
Since it’s a highly interdependent glo- 
bal scenario, it is not ideal for the coun- 
try to remain insulated from global 
markets. India should play its due role 
in WTO negotiations and strive for a 
multilateral trading system. It is very 
important to open up the export mar- 


kets step by step, though the attention 
is on the removal of international farm 
subsidies to allow greater market ac- 
cess for farm products in the developed 
countries, 


Sowing the right strategies 

To revive the ailing sector, the govern- 
ment recently announced a Rs. 25,000 
cr investment plan for the next four 
years to expand rural credit and build 
more infrastructures in the countryside. 














However, experts say, allocating public 
investment is unlikely to yield results. 
They suggest that along with invest- 
ment allocation, the government should 
rework the strategies with renewed fo- 
cus on irrigation planning, water man- 
agement, revamping extensive services 
and strengthening the farm credit and 
should encourage contract farming. Fur- 
ther, the government also proposed to 
increase 300 branches of the Agricul- 
ture Technology Management Agency 
(ATMA), which is now in place in 262 
districts across the country. To address 
the problem of imports, the government 
is planning to launch a Food Security 
Mission covering wheat, rice and 
pulses, aimed at producing additional 8 
mt of wheat, 10 mt of rice and 2 mt of 
pulses over a period of four years. 


The way ahead 

If the government succeeds in sowing 
the right strategies, the sector could 
reap significant benefits, contributing 
to the country’s overall economic devel- 
opment. The need of the hour is deeper 
analysis of the causes for agrarian cri- 
sis that needs to be addressed on a war 
footing. Experts say, “For sustainable 
development and livelihood security, 
development of economic and social in- 
frastructure along with congenial policy 
reforms is equally important. Also, par- 
ticipatory research and knowledge 
management with farming communi- 
ties using information technology needs 
strengthening to enhance productivity 
and income per hectare on an environ- 
mentally sustainable basis.” On the 
whole, it is necessary to lay emphasis 
on the core areas such as agricultural 
education, food processing, marketing, 
agri-biotechnology and water manage- 
ment. The greatest challenge for the 
government is to ensure that the allot- 
ments are channeled to the intended 
sections of the population. Improved ag- 
ricultural productivity in perpetuity 
without ecological harm is the only 
pathway for placing rural India again on 
a higher growth trajectory in the years 
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Contract Farming 


A New Hope 
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Contract farming can uplift the local economy by increasing the farmer's 
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income through better farm practices, better price, linking them to global 
market, and updating the technological information. 


— Sharavari Kulkarni and Manjunatha AV 
International Masters in Rural Development with Prof. PG Chengappa, 


Humboldt University, Berlin, Germany. 





n the era of trade liberalization, all 

sectors including agriculture are 

undergoing several reforms. Some 
influential outcomes of trade liberaliza- 
tion are deregulation of domestic mar- 
ket and openings and expansion of 
world market. Changes in food policy, 
trends of High Value Food (HVF) are 
some of the potential outcomes of the 
liberalizations. The change in food con- 
sumption pattern raised high demand 
for value-added food, which ultimately 
led to change in the food production and 
distribution structure. This change has 
led to restructuring and expansion of 
the existing agro-industry especially in 
many developing countries, which in 
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turn has led to increased control over 
the existing agricultural production 
process. With the increasing commer- 
cialization of agricultural and food sys- 
tems worldwide, the food industry is in- 
creasingly dominated by large 
agribusiness firms. The supply chain is 
also reforming to cope with the consum- 
ers’ demand. However, agriculture sup- 
ply chains vary from country to country, 
depending on quality of the product, 
consumers' demand and existing mar- 
keting institutions. Research indicates 
that there are three ways of agricultural 
supply, which include direct purchase in 
the open market, vertical integration 
and contractual arrangements. 


Post-independence period brought 
about many agrarian reforms, with 
green revolution being an important 
milestone, changing the position of the 
country from importer to exporter thus 
helping in attaining self-sufficiency. 
There have been fluctuations in the 
growth trend of agricultural sector 
when compared with the aggregate 
growth rate of economy. The major ex- 
pectations to be fulfilled are maintain- 
ing a reasonable growth rate, providing 
food security to the millions below pov- 
erty line, contributing to the overall de- 
velopment scenario and being competi- 
tive in global trade. Though the perfor- 
mance of the agricultural sector during 
1990s was satisfactory, there was no 
phenomenal growth. The reason for the 
increasing income gap between other 
sectors and farm sector lies in some of 
the policy interventions that have con- 
siderably neglected the farming commu- 
nity making the farming sector not so 
attractive. This has consequently re- 
sulted in the flux of the workforce in- 
volved in farming sector and when inter- 
viewed, about 4096 farmers showed 
strong inclination to leave the sector if 
provided with any other alternative. The 
distress has resulted in falling trends in 
income and frustrations resulting in sui- 
cides in a few states. Government has 
been proved inefficient in these aspects. 

The situation has bolstered the 
spread of concepts such as contracting 
and corporate farming, which have been 
believed to be alternate sources to cor- 
rect negative externalities in agricul- 
ture. Contract or corporate farming is 
not a new concept to India. Historical 
evidences show that such practices 
have been prevalent since British colo- 
nization when the farmer had contracts 
with the East India Company. 

There is a big deal of confusion be- 
tween contract farming and corporate 
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farming, and many people wrongly 
think that the concepts mean the same. 
Contract farming refers to contractua! 
arrangements between farmers and 
other firms, whether oral or written. 
specifying one or more conditions of pro- 
duction and/or marketing of an agricul- 
tural product. The contract can be o? 
market specification, production speci- 
fication and resource providing. Here 
the agribusiness firm does not own the 
lard. However, the farmers are con- 
tracted for some periods for certain зре- 
cific requirements unlike in corporate 
farming (see table). 

Even though there are contrasting 
cpinions about the implications of con- 
cept such as contracting. it has beneficia! 
cutcomes too. 1 is promoted as develop- 
mental tool by the FAC. In some cases. 
with reference to developing or transition 
economies, contracting helps overcome 
imperfections in input and output mar- 
kets, institutienal deficiencies or weak- 
nesses related to provision of credit. 
seeds, machinery, human capital anc 
market access to farmers, which uiti- 
mately lead to their rising incomes dur- 
ing contracting. In the era of globaliza- 
tion. the demand for quality concern anc 
safety standards can be major hurdles to 
the small farmers from developing coun- 
tries. In such cases, the extension anc 
technical service provided by the con- 
tracting firm can help to create aware- 
ness and enable these farmers to meet, 
these standards. 


In India, amendments to Agricul- 
tural Product Marketing Committees 
(АРМС) laws by major agrarian states 
such as Maharashtra, Andhra Pradesh 
and Karnataka added the provisions for 
legal framework for the contract farming. 
The Government of India's National Ag- 
riculture Policy envisages that "private 
sector participation will be promoted 
through contract farming and land leas- 
ing arrangements to allow accelerated 
technology transfer, capital inflow and 
assured market fcr crop production, es- 
pecially of oilseeds, cotton and horticul- 
tural crops." 

On the contrary, corporate farming 
has altogether different setting. It in- 
cludes direct ownership or leasing of 
farmland by business organizations in 
order to produce for their processing re- 
quirements or for the open market. 
When it is done for captive purposes, it 
is referred to as captive farming as well, 
though most of the time, the two terms 
are used interchangeably. However, in 
India, corporate farming is not legal, 
but continuous pressure is being ex- 
erted by large business and corporate 
houses to remove these legal con- 
straints so that agribusiness firms 
could acquire and cultivate land to meet 
their raw material requirements. The 
most popular demand has come from 
the corporate businesses and business 
associations. 

The international experience of cor- 
porate farming in many developing and 


Table: Diferentiating Characters between Contract and Corporate Farming 
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developed countries did not succeed 
largely due to the internal problems of 
the agribusiness firms. Corporate farm- 
ing, in some instances, performed better 
but they first tried with smallholders on 
contract basis. Corporate farming can 
also change the land ownership pattern. 
Since the corporate firm will have many 
stakeholders, the land ownership would 
be within the firm's shareholders. This 
will change the present land ownership 
pattern and land property rights would 
be transferred from poor, peasant farm- 
ers to the stakeholders of the corporate 
firms. The above situation can almost 
lead to a graver agrarian crisis as farm- 
ers would become laborers or tenants in 
their own lands. 


Conclusion 

The government's inefficiency is certainly 
leading to an agrarian crisis in India. 
However, to such a crisis, corporate farm- 
ing cannot be the solution. There is no 
need for corporate farming through the 
abolishment of small land ceiling act, as 
it would lead to capitalistic penetration 
in agriculture. It would displace small 
and peasant farmers. To perform more ef- 
ficiently, especially on economies of scale 
by small farmers, the government can 
look for other alternate solutions. The su- 
periority of contract farming is proved by 
its more widespread practices and sus- 
tained nature. Contract farming can up- 
lift the local economy by increasing the 
farmers’ income through better farm 
practices, better price, linking them to 
global market, and updating the techno- 
logical information. 

Further, it can have spillover effects 
on the local economy and rural develop- 
ment in general if properly leveraged with 
state policy and local institutions such as 
group contracts, though it is not a develop- 
ment tool. However, complex contractual 
arrangements need to be defined, with 
equal bargaining power to the farmers' 
side, which can be achieved through moni- 
toring by a third party or by the farmers’ 
cooperative. However, potential benefits 
from contract farming clearly outweigh 
that of corporate farming.s 
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Indian Economic Growth 


Can it Translate into Rural Prosperity? 





The farming community in India was not fully mainstreamed in the recent 
economic growth. It is a shame that the growth of agriculture, a vital sector 
for poverty reduction, remains slow. 


— Suresh Chandra Babu 


Internatioaal Food Policy Research Institute, Washington, DC, US 


ural society amd agriculture will 
continue to play an important 
role in sustaining the recent 
economie growth in India. However, ag- 
ricultural productivity has been low for 
several decades and investment in the 
egricultural sector is stagnant. Agricul- 
ture subsidies are growing while rural in- 
vestments are declining. There is an in- 
creased recogniticn that agricultural in- 
vestments have to be boosted, but it is 
net clear to what level and where the new 
resources should be invested. Issues re- 
lated to governance, institutional capae- 
ity and policies will have to go hand in 
hand with such investments if the cur- 
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rent economic growth trends in India are 
to fully benefit the rural majority who 
continue to be poor and marginalized. 

In a fast growing India, itis a shame 
that the growth of agriculture is no- 
where near matching up to that speed. 
Farming is not remunerative anymore. 
Income disparity between farmers and 
the urban consumers is widening. In a 
recent national sample survey, about 
40% of the farmers reported that they 
would quit agriculture given better op- 
portunities. Also, farmer suicides have 
become rampant in some parts of the 
country. All these indicate that Indian 
agriculture needs a revival. 


aic ti на d eara 





It has been often remarked that 
India needs а second green revolution. 
The story of the Indian first green revo- 
lution in the 1960s and 1970s is well- 
known. Increasing crop productivity in 
order to attain national food self-suffi- 
ciency was the major goal. Modern vari- 
eties of seeds were imported and 
adapted to various agro-ecological re- 
gions. Farmers were encouraged to use 
chemical fertilizers and plant protec- 
tion chemicals through subsidies. Irri- 
gation systems were revamped and re- 
habilitated and a well-functioning pub- 
lic extension system was put in place. 
Farmers were assured the right price 
and market for their produce. The com- 
bined effect of these factors, with a com- 
mitted capacity of scientists in the na- 
tional agricultural research systems, 
transformed India from a country that 
depended on food imports to feed its 
population into a country of self-suffi- 
ciency within a matter of 15 years. The 
current challenges of Indian agricul- 
ture, however, are too complex to tie 
down with a single focus. 


Emerging trends and context 

The global scenario in which Indian ag- 
riculture operates has changed consid- 
erably. It is important to place Indian 
agriculture in the context of current and 
emerging trends at the global and na- 
tional levels. Indian agriculture contin- 
ues to face the process of globalization 
both in terms of gradual opening of its 
market for external imports and slowly 
growing exports of its commodities to 
the outside world. Technological 
changes in the form of biotechnology 
and Information and Communication 
Technology (ICT) as applied to agricul- 
ture are changing the way farmers pro- 





Note: The article is based on a presentation made by the author at the Woodrow Wilson International Center for Scholars, Washington, DC, June 26, 2007. 
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.... duce and market crops. The recent wave 





<<- of adoption of biotechnology in cotton, 
^ which is occupying more than 40% of the 
land under cotton, is a clear example. 
Farmers are increasingly connected to 
markets through new ICTs, although 
such technologies are yet to reach a ma- 
jority of the smallholder farmers par- 
ticularly in the rainfed regions. 

Institutional changes, particularly 
decentralization of decision-making 
and implementation at the Panchayat 
level, have improved the participation 
of the rural population in deciding the 
nature of development for their own 
communities. Yet, the effective use of 
such institutions remains weak in 
many states. Due to increasing incomes 
of the top one-third of the Indian popu- 
lation, the demand patterns of food and 
non-food commodities are changing. 
Rural and urban households alike are 
increasingly consuming high value food 
commodities such as fruits, vegetables, 
fish, dairy products and livestock. 
People are eating less of wheat and rice- 
based foods. Partly, as a result, the en- 
try of the private sector in retail food 
marketing is booming. Particularly, the 
private sector is increasingly engaging 
farmers in contract farming for procur- 
ing high quality fruits and vegetables 
for the urban markets. 

Due to the increasing price of fossil 
fuels, there is a growing demand for 
biofuels that will compete with the food 
crop production for land and water re- 
sources. Large schemes are being de- 
vised to convert wastelands into pro- 
duction of biofuel crops. While all these 
emerging trends provide opportunities 
for increased agricultural growth in the 
rural areas, it is not clear who will ben- 
efit from such trends. It is also not clear 
what the implications are of such 
emerging trends for rural economic 
growth and for mainstreaming agricul- 
tural and rural sectors in the fast 
changing Indian economy. 

Now, the reality check. Agriculture 
as a sector including livestock, fisher- 
ies and agricultural crops constitutes 
about 20% of the national income. Yet, 
6096 of the population in India, directly 
or indirectly, depends on agriculture. 
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Agriculture may not be terribly impor- 
tant for income growth but is funda- 
mental for translating overall eco- 
nomic growth into rural prosperity. 
Welfare indicators such as food secu- 
rity and nutrition also show depress- 
ing figures. А recent National Demo- 
graphic and Health Survey showed 
that about 46% of children, less than 
three years of age, are malnourished — 
with about 20% of them showing signs 
of severe malnourishment. About 30% 
of the Indian households are classified 
as food insecure. Unless effective poli- 
cies and programs are put in place, the 
economic growth that is sweeping 
mainly urban India will not directly 
translate into agricultural growth and 
rural prosperity. 


Why is agriculture stagnating? 
Indian agriculture is stagnating for sev- 
eral reasons. The chief concern of the 


The private sector is increasingly engaging farm- 
ers in contract farming for procuring high quality 
fruits and vegetables for the urban markets. 


policy-makers is that agricultural 
growth rate has been declining from 
over 3.2% in the mid-1980s to 1.8% in 
2006. Food grain production has not 
improved in the last decade. There has 
been low public investment in agricul- 
ture for many years. Inadequate irriga- 
tion facilities increase the dependence 
of farmers on monsoon rains. Only 
about 40 of the 145 million hectares in 
crop production are irrigated. Although 
we have had near normal rainfall for 
the past two decades, Indian farmers 
cultivating rainfed agriculture have 
not been able to increase their produc- 
tivity. The land holdings of the farming 
communities continue to decline in 
size with about 80% of the farm hold- 
ings cultivating less than 2 hectares of 
land. Technology adoption and appli- 
cation continue to be slow except for a 
few cash crops. Farmers' debt prob- 
lems have been increasing due to high 


Indian Economic Growth 


input costs and stagnating output 
prices. 


Why is agricultural productivity 
low in India? 

Agricultural productivity remains low 
mainly because agriculture as a sector 
has not received enough private or pub- 
lic investments. As a result, crop pro- 
ductivity growth tends to be low. Invest- 
ments in research and development 
have remained low for the past two de- 
cades, although recently it has shown 
some increasing trends. More impor- 
tantly, the Indian system of public sec- 
tor research has been unresponsive to 
the needs of the smallholder sector. The 
process of priority setting has been mis- 
placed. The organization and manage- 
ment of public research systems needs 
revamping. The incentives structure for 
researchers to produce innovative solu- 
tions for the problems of smallholder 





farmers remains unattractive. But, on 
the other hand, the private sector con- 
tinues to focus its research invest- 
ments on commercial crops where the 
profit is high. The system of agricul- 
tural extension that was once the pride 
of Indian agriculture has collapsed. All 
these factors keep a vast majority of 
farmers at low levels of productivity. 
Unless increased investments are 
made and governance of the national 
agricultural research and extension 
systems are improved, these trends 
cannot be reversed. 


Why is investment in agriculture 
low? 

The current low investment levels in 
agriculture are a result of several fac- 
tors working together. In the last 20 
years, both the central and state gov- 
ernments have neglected agriculture. 
Economic reforms, which started in the 
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early 1990s, reducec the amount of re- 
sources allocated to the states. Given 
that it is a state subject, agriculture suf- 
“ered most. Continued stagnation of in- 
vestment in agriculture has resulted in 
poor performance of agriculture in al- 
most all agro-ecological zones. While ag- 
ricultural subsidies continued to rise, in- 
vestments remained low. Some states 
are finding it а challenge to pay their 
staff in the agricultura! universities and 
extension systems on a regular basis. 


What needs to be done? 


This lackluster performance in the ru- 
ral sector has resulted in the change of 
governments both at the central and 
state levels. Recognizing the impor- 





tance of agriculture in driving away pov- 
erty and reducing hunger, the current 
central government has shown various 
signs of seriousness in solving the prob- 
lems of the agriculture sector. Recently, 
the Prime Minister announced an in- 
vestment of Rs. 250 er for revamping 
Incian agriculture. The current indica- 
tions are that these resources ҰШ be 
spent on developing water resources for 
irrigation anc improving credit facili- 
ties for the farmers. Аз important as 
these choices are, it is well-known from 
international research that increasing 
agricultural productivity, which is the 
need of the day, requires investments in 
research and development of new tech- 
nologies. Further, if recucing rural pov- 
erty is the objective, investing in rural 
infrastructure, such as roads, is impor- 
tant. To enable the rainfed farmers to 
benefit from such investments, irriza- 
tion systems need то be developed апа 
the existing ones need to be rehabili- 
tated. However, before investing in 
such rehabilitation or generating new 
irr.gation systems, policies and insti- 
tutions must be strengthened so that 


40 | August 2007 | 


Reducing the subsidies that do not reach farmers 
currently and using such savings to increase 
investments require immediate attention. 


good governance of such investments is 
ensured. 

If the current trends of Indian eco- 
nomic growth are to be translated into 
rural prosperity several challenges 
need to be faced head-on. If the recent 
budgets are any indication, government 
allocation to agriculture remains less 
than optimal. Although agriculture and 
education are recognized as priority sec- 
tors, the budget allocation for agricul- 
ture has not changed in real terms in 
the recent years. This increased 
neglect of agriculture at the state level 
is partly due to the constitutional re- 
quirement that agriculture be dealt 
with at the state level. Yet, the central 
government is faced with meeting the 


national food challenges self-suffi- 
ciently by keeping the price of food com- 
modities under control. It may be useful 
to rethink the role of the states in devel- 
oping agriculture and its markets. Bet- 
ter collaboration between the central 
and state governments in identifying 
selected agro-ecological zones to im- 
prove agricultural productivity will ben- 
efit the farmers who have been cur- 
rently left behind. 

National systems of agricultural re- 
search, extension and education 
need revamping. Agricultural universi- 
ties need to play an increasing role in 
connecting to the farmers using two- 
way communication. Knowledge from 
the farmers needs to reach the re- 
searchers in the form of problems and 
ideas. Technical solutions need to reach 
the farmers not only through the public 
extension system, which is not function- 
ing effectively, but also through new in- 
novative knowledge centers. 

Higher education needs to be made 
relevant to solve the problems of farm- 
ers. In addition to training agricultural 
graduates in technological fields, em- 





phasis must be placed on problem solv 
ing and social entrepreneurship foi 
agricultural and rural development 
This requires vast improvement of ca 
pacity at all levels such as research sys 
tems, state universities, and farme! 
education. 


Conclusion 

The current agrarian crisis in India i 
real. This is indicated by an almost stag 
nated per capita growth of agriculture 
Continuing farmer suicides and increas 
ing migration of rural smallholders anc 
landless laborers to urban areas result 
ing in urban unemployment and urbai 
poverty also indicate a rural crisis. Un 
less the agricultural sector is revampet 
to achieve higher levels of productivity 
India will soon face a lopsided growtl 
pattern with one-third of the countr 
growing faster than the rest. The impli 
cations of such unbalanced growth coul: 
be severe. While there are indication 
that the government will increase ir 
vestment in the agricultural sector, it i 
not clear to what extent the investmen 
will reach the poor and the vulnerable t 
whom it is intended for. Governance c 
intervention programs needs seriou 
attention. 

Productivity needs to be increasec 
but there does not seem to be any re: 
target for productivity growth in the ele 
enth five-year plan. Аз a result, the pn 
posed investments will remain a friend] 
gesture towards the agricultural secto: 
'There is a need for a serious look at th 
technology generation and disseminatio 
process that can benefit smaliholder agr 
cultural sector. Reducing the subsidie 
that do not reach farmers currently an 
using such savings to increase inves 
ments require immediate attention. Тї 
low terms of trade in agriculture, partici 
larly in dryland farming areas, need | 
be addressed. Overall, it is not enough | 
just invest, but more important to inve: 
inthe right areas. The role ofgovernanc 
institutional and human capacity i 
translating such investments into ii 
creased productivity in rural areas са: 
not be underestimated.a 
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Food Security 


Environmental Concerns 
and Remedies 





Soil degradation is an indication of the degree of the societal care of the 
land, but unfortunately it shows that the Indian population and policy makers 
are least bothered. 


— Rattan [ај 


President, Soil Science Society of America, Director, Carbon Management 
and Sequestration Center, The Ohio State University, US. 
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nnual food grain production in 
India increased from about 50 
Шоп tons in 1950 to almost 
220 million tons in 2007. Despite these 
impressive gains, the expected food 
grain demand for medium dietary re- 
quirement will be 253 million tons by 
2011, 308 million tons by 2021, and 338 
million tons by 2025. The food demand 
is driven by increase in population and 
possible change in diet because of in- 
crease in the earning power. India's 
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population of 1,103 million in 2005 is 
projected to be 1,183 million in 2010, 
1,260 million in 2015, 1,232 million in 
2020, 1,396 million in 2025, 1,449 mil- 
lion in 2030 and is expected to stabilize 
at around 1,593 million in 2050. There- 
fore, an important questien in the con- 
text is: How can India achieve food secu- 
rity while improving the environment 
and meeting the energy needs for a rap- 
idly industrializing economy? While the 
quantum leap in food production ush- 


ered in during the Green Revolution of 
the 1960s and the 1970s is a success 
story to be proud of, there are several en- 
vironmental concerns which needs im- 
mediate attention. Impressive gains in 
agricultural production through adop- 
tion of Green Revolution technology were 
achieved by growing input-responsive 
varieties on irrigated soils along with 
high utilization of chemical fertilizers 
and pesticides. It was precisely the ap- 
plication of these technologies that 
raised environmental concerns because 
expanded agricultural productivity re- 
sulted in soil degradation and nutrient 
depletion. With increased use of chemi- 
cals came environmental pollution; in- 
creased irrigation brought about deple- 
tion ofthe ground water in tubewell irri- 
gation and salinity and waterlogging in 
canal irrigation; while intensification of 
the rice-wheat system invited decline in 
biodiversity. The problem of soil degra- 
dation is exacerbated by drastic deple- 
tion of soil organic matter content 
caused by extractive farming practices 
including removal of crop residues for 
use as animal feed and other purposes, 
use of animal dung as residential/ 
cooking fuel and uncontrolled grazing 
that denudes the soil of any biomass 
return. 


State of the soil and water 
resources 

India is endowed with vast and ecologi- 
cally diverse soil and water resources and 
a wide range of climates. Agricultural 
land areas comprise 160 million hectares 
(Mha) of arable land and 11 Mha of per- 
manent pastures. However, the increase 
in population is decreasing the per capita 
cropland area, which was 0.158 ha in 
2000 and 0.147 ha in 2005. Assuming 
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that there is neither additional soil deg- 
radation nor conversion to urbanization 
and industrial uses, the per capita crop- 
land area as estimated, will be 0.137 ha 
in 2010, 0.121 ha in 2020, 0.112 ha in 
2030 and 0.102 ha in 2050. There has 
also been a rapid increase in the irrigated 
land area in India. The irrigated cropland 
area was 33.7 Mha in 1975, 41.8 Mha in 
1985, 50.1 Mha in 1995, 54.8 Mha in 
1998, and 55.8 Mha in 2003. Per capita 
irrigated land area was 0.05 ha in 2003. 
Ironically, both soil degradation and ur- 
ban encroachment are serious issues and 
likely to worsen over time. The land area 
prone to degradation processes is conser- 
vatively estimated at 32.8 Mha by water 
erosion, 10.8 Mha by wind erosion, 3.2 
Mha by fertility decline, 3.1 Mha by wa- 
terlogging, and 4.1 Mha by salinization. 
In some densely populated regions, top 
1m of soil from as much as 0.7% of crop- 
land, is mined annually for brick making, 
whereas large areas are being converted 
to urban and industrial uses. Therefore, 
all basic needs (e.g., food, feed, fiber and 
fuel) must be met through the judicious 
management of the per capita land area 
of 0.1 ha or less. Similar to cropland, the 
per capita renewable fresh water re- 
sources in India is projected to decrease 
from 2244 m?/person/yr in 1995 to 1360 
m?/person/yr in 2050. In addition to de- 
cline in the quantity, pollution, contami- 
nation and eutrophication of water re- 
sources are also serious constraints. 


Energy demand and carbon 
emission 

'The energy demand in India will be an 
important issue during the coming de- 
cades. Measured in Quads (1 Quad = 
10:5 ВТО), energy demand was 4.2 © in 
1980, 8.0 Q in 1990, 13.5 Q in 2000 and 
14.0 Q in 2003. About one-sixth (17%) of 
the world population relies on only 3.5% 
of the world's energy consumption, 
which is a reflection of extreme poverty 
and low standard of living. However, the 
demand for energy and the attendant 
CO,-C emissions have been increasing 
rapidly. The gaseous emission of CO,-C 
(in terragram or Tg = 10” р = 1 million 
metric ton) in India was 18 in 1950, 33 
in 1960, 53 in 1970, 95 in 1980, 185 in 
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1990, 316 in 2000, and 333 in 2003. In 
comparison, CO,-C emissions in the 
US, with a population of 300 million, is 
about 1800 Tg. With rapid industrial- 
ization and economic growth of about 
10% per annum, both energy demand 
and gaseous emission in India are in- 
creasing rapidly. 


Causes of soil, water and 
environmental degradation 

Land misuse and soil mismanagement, 
driven by poverty and helplessness of 
the resource-poor farmers, and myopic 
policies of the government, have been 
the chief causes of soil degradation. Ех- 
tractive farming practices, removal of 
crop residues and minimal/no input of 
animal manure along with low rate and 
unbalanced application of fertilizers 
(subsidizing nitrogenous fertilizers but 
not P and K) have caused depletion of 
soil organic matter and mining of soil 
fertility. Free or cheap irrigation water 
caused excessive irrigation with the at- 
tendant increase in salinization and 
water imbalance. Use of traditional 
biofuels (crop residues, dung) is one of 
the principal causes of soil degradation 
with severe adverse impact on health of 
women and children. On an average, 
India annually uses 260 Tg C as fuel 
wood, 72 Tg C as cattle dung, 43 Tg C as 
crop residue, or a total of 374 Tg C as 
traditional biofuels. Annual energy pro- 
duced from agricultural biosolids in 
India is estimated at 200 million tons 
of oil equivalent. Use of these vast 
quantities of biomass as fuel, rather 
than as soil amendment, exacerbates 
the problem of soil erosion, decline in 
soil organic matter content, reduction in 
soil biodiversity and increase in non- 
point source pollution. Soil degradation 
is an indication of the degree of the soci- 
etal care of the land, but unfortunately 
it shows that the Indian population and 
policy-makers are least bothered. 


Potential of increasing agronomic 
yields and achieving food 
security 

Crop yields in India increased impres- 
sively during the last four decades of the 
20 century. Grain yield increase be- 


tween 1975 and 2005 was from 1.9 t/ha 
to 3.0 t/ha in rice and 1.4 t/ha to 2.7 t/ha 
in wheat. Cereal production in India, 
between 1960 and 2003 was linearly 
correlated with fertilizer use (У (million 
tons/yr) = 9x + 86.8, В? = 0.98 where x is 
fertilizer use in million tons), and irn- 
gated land area (Y (million tons/yr) = 
4.8х + 36, В? = 0.99, where x is irrigated 
land area in Maharashtra). There was 
lesser increase in the yield of rainfed 
crops (e.g., sorghum, millet, pulses). In- 
crease in grain yield of other crops be- 
tween 1960 and 2004 was from 960 kg/ 
ha to 2,075 kg/ha for maize, 500 kg/ha to 
635 kg/ha for pulses, 150 kg/ha to 275 
kg/ha for oil crops, and 500 kg/ha to 
1,115 kg/ha for coarse grains. Because 
of the drought stress, fertilizer use is 
considerably less in rainfed craps. 

Crop yields in India are much lower 
than the world average and the average 
yields in China and countries in South- 
east Asia. Technically, it is possible to 
increase crop yields in India by a factor 
of 2 or 3 over the next 2-3 decades. The 
question, however, is how to double or 
triple food production without affecting 
the already degraded soil and water re- 
sources and without polluting the envi- 
ronment which is already under great 
stress. 


Stewardship of soil and water 
resources 
It is important to follow the words of 
wisdom in ancient scriptures. The 
Vedas vividly state that “Upon this 
handful of soil our survival depends. 
Husband it and it will grow our food, our 
fuel and our shelter and surround us 
with beauty. Abuse it, and it will col- 
lapse and die, taking humanity along 
with it.” The entire population in gen- 
eral and the policy-makers in particular 
must take this warning very seriously, 
and not take soils for granted. In this 
regard, the following actions and policy 
interventions are necessary: 
= Ban making of bricks from cropland 
soils and develop alternate sources 
of construction materials; 
= Discourage using animal dung for 
household fuel and provide clean 
cooking fuel for rural communities; 


| August 2007 | 43 


Agri Business Special 





s Minimize and discourage commu- 
nal grazing; 

» Charge market price for canal water 
and electricity for pumping tubewell! 
water; 

= Promote restoration of degraded 
soils via afforestation; 

= Regulate discharge of urban wastes 
and industrial effluents in rivers; 

= Facilitate trading of carbon seques- 
tered in soils and trees and generate 
another income stream for farmers; 

= Advocate value addition of farm 
produce by establishing agro-based 
industries (food production); 

w Establish energy plantations a: vil- 
lage levels; and 

s Encourage water harvesting, recy- 
cling and conservation at both farm 
and village level. 


Using nanotechnology, 
biodiversity and Information 
Technology 
India has the human capital to leap frog’ 
technological adoption. Several weak- 
nesses and constraints of Indian agricul- 
tural system, notably low fertilizer use 
efficiency and excessive use of irrigation, 
can be alleviated through appropriate 
application of modern technology. Ex- 
amples of such technological innovations 
include the following: 

i Conservation tillage with crop 
residue mulch and use of cover 
crops/forages in the rotation 
cycle: Erosion control, water con- 
servation, increase in use efficiency 
of energv and water and improve- 
ments in soil quality can be 
achieved through adoption of con- 
servation tillage or no-tillage. In 
addition to sowing of wheat in 
untilled field, following the harvest 
of rice, use of conservation tillage 
and mulch farming can be espe- 
cially beneficial to crops grown un- 
der rainfed conditions. Combina- 
tion of no-till/conservation tillage, 
with Genetically Modified (ОМ) 
and herbicide-resistant crops and 
judicious use of fertilizers can bring 
about a quantum jump in food 
production. 

i. Drip irrigation: Alleviating 
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drought stress while improving wa- 
ter use efficiency is important in 
improving crop yields in semi-arid 
and sub-humid regions. Sub-surface 
drip irrigation can be used for peren- 
nials and annuals at a low-cost of 
less than $10/acre and it can last for 
up to five years. Drip irrigation, com- 
bined with fertilizer (fertigation) 
can save nutrients and water and 
improve crop yields. 

Waste water reuse: Scarcity of wa- 
ter in India is likely to be exacer- 
bated by rapid melting of the Hima- 
layan glaciers because of the pro- 
jected global warming. Availability 
of water in the Indo-Gangetic Plains 
will be most adversely affected. It is 
thus important to reuse waste/ur- 
ban water, following appropriate 
treatment, for irrigation. 
Nanofertilizers: There will be an 
increase in fertilizer demand to 
meet the need of increasing agro- 
nomic production. The future fertil- 
izers must be C-neutral (produced 
from solar/wind/nuclear energy) and 
delivered directly to plant roots in a 
form, quantity and during the most 
critical stages of crop growth. Nano- 
capsulation of fertilizers, containing 
the essentia! elements, can be deliv- 
ered to plant roots with minimal 
losses by leaching or volatilization. 
Combination of nanotechnology 
with biotechnology can drastically 
improve productivity. 

Use of zeolites and hydrogels can 
enhance water and nutrient use ef- 
ficiency. Zeolites have numerous 
applications in phytoremediation 
of soils, purification of irrigation 
and waste water and as an amend- 
ment in improving fertilizer use ef- 
ficiency. 


. Biotechnology: Adoption of Bt cot- 


ton is a success story in India, with 
increase in production from 16 mil- 
hon bales in 2002 to 27 million 
bales in 2006. There is a tremen- 
dous scope of adopting roundup- 
ready (herbicide resistant) wheat, 
soybean and other crops which can 
then be successfully grown with no- 
tillage or conservation tillage. Bio- 


. 





technology innovations can improve 
edaphic conditions with regard to 
both biotic and abiotic stresses (e.g., 
drought stress, tolerance to high 
temperature, and resistant to 
pests). 

There are several applications of 
biotechnology to efficient use of in- 
put and sustainable management 
of soil and water resources. Bio- 
technology and gene manipulation 
can be used to build into plant me- 
chanics so that plants emit specific 
molecular signals in response to 
specific environmental stresses 
(e.g., drought, nutrient deficiency, 
disease and pests). Biotechnology 
can be used to connect molecules 
internally to the physiology of the 
plant so that plants emit signal 
before anything detrimental oc- 
curs. This is the linkage of biologi- 
cal/physical interphase. Molecules 
given off under stress signals can 
be used as markers. Genetic ma- 
nipulations are also needed to im- 
prove production of recalcitrant 
compounds, root-shoot ratio, and 
the harvest index under a range of 
edaphic environments. 


vi. Aerobic rice: Flooded rice, grown 


under puddled conditions, is a wa- 
ter-intensive practice. Being a 
Scarce resource, it is important that 
specific rice varieties are developed 
which can be grown under upland/ir- 
rigated conditions. In addition to 
water conservation, weed manage- 
ment needs to be prudently ad- 
dressed through chemical and me- 
chanical measures under non- 
flooded/aerobic conditions. 


vii. Trading carbon credits: Re- 


source-poor small farmers can ben- 
efit financially through another in- 
come stream created by the trading 
of C credits. Carbon sequestered in 
soils, by adopting no-till farming, 
using crop residue mulch, applying 
compost and other biogenic amend- 
ments, is a tradeable commodity 
and can be bought and sold. Similar 
to the soil, C pool that sequestered 
in trees can also be traded. Provi- 
sions must be made to develop 
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market infrastructure for trading C 
credits. 

viii. Information Technology: This is 
an important facet that can improve 
farm income and reduce risks. For 
exampie, there are 7,500 grain mar- 
kets in India. The price information 
from these markets must be made 
available to farmers in 600,000 vil- 
lages throughout the country. Use of 
IT can improve forecast of monsoons 
and incidence of disease and pests. 
There is a tremendous scope for us- 
ing bioinformatics to enhance tech- 
nology adoption. 

ix. Ecosystem monitoring: Remote 
sensing techniques can be used to 
monitor microclimate and soi. con- 
ditions in otherwise remote and in- 





ment. 


accessible areas. Sensors can be 
dropped by airplanes which emit 
signals with regard to soil moisture 
and temperature regimes. 

x. Plastics and sereenhouse agri- 
culture: Use of plastic mulch for 
water conservation and weed con- 
trol, and production of vegetables 
and horticultural crops in piastic/ 
screenhouses are important land 
and water saving technologies. 
These techniques of agricultural in- 
tensification are extremely relevant 
to urban and peri-urban agriculture. 


Policy interventions 

Application of science and teehnology 
alone cannot solve all problems. There 
are several issues related to social, cul- 
tural and political realms which must 
also be addressed. Technological 
miracles can happen only under the 
most conducive political and social en- 
vironments. A relevant example is the 
adoption of the Green Revolution tech- 
nology in western versus eastern India. 
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Soil, water and climate resources in 
Bihar are superior to those in Punjab, 
Haryana and western UP. Yet, the 
Green Revolution far outperformed 
Bihar and eastern India because of vital 
conducive factors as social, cultural and 
political conditions there. Therefore, 
creation of a favorable political, social 
and economic environment is essential 
for the adoption of recommended tech- 
nology by farmers and land managers. 
Appropriate governance is as crucial as 
development of yield-enhancing tech- 
nology. 


The role of biofuels 

An example of good governance and use 
of policy interventions to improve the 
standard of living and restore the envi- 


Benefits ef improved technology can only be real- 
ized with proper governance and creation of a 
conducive social, cultural and political environ- 


ronment would be making clean cooking 
fuel available to rural households in 
600,000 villages across India. Clean 
cooking fuel may involve fuel wood from 
tree plantations (e.g., acacia, mesquite, 
leucaena, eucalyptus, neem, dalbergia, 
etc.) It may also involve modern biofuels 
such as methane gas from biodigesters 
(using animal dung and other resi- 
dues), bio-ethanol from ligno-cellulosic 
materials grown on energy plantations 
(karnal grass, elephant grass, switch 
grass, and guinea grass), or biodiesel 
produced from non-edible oils 
Qatropha). A clear policy that encour- 
ages production of clean cooking fuels 
at the village level has numerous ancil- 
lary benefits. Important among these 
are improvement in air quality and 
better health o? women and children. In 
addition, animal dung and crop resi- 
dues spared from burning would be 
available for use as soil amendment. 


Conclusion 


Impressive gains in agricultural pro- 


duction were made during the second 
half of the 20% century when food grain 
production quadrupled between 1950 
and 2000 from 50 million tons to 200 
million tons. However, even greater 
challenges lie ahead because produc- 
tion will need to be increased by 50-6096 
by 2025 to meet the demands of growing 
population and rising standards of liv- 
ing. The strategy is to increase food pro- 
duction while restoring soil, improving 
water quality and mitigating climate 
change. 

Assess to food and clean living en- 
vironment are the two basic human 
rights which must be respected for 
each and every individual. They can be 
achieved through adoption of modern 
innovative technology. Аз has been the 
case in the past, those holding neo- 
malthusian views will again be proved 
wrong through the adoption of modern 
scientific technology. These technolo- 
gies have the potential to enhance pro- 
duction, while ameliorating soil, im- 
proving water and restoring the envi- 
ronment. | 

The objective is to increase yield/ha/ 
crop on existing land by increasing crop- 
ping intensity, replacing low-yielding 
with high-yielding varieties and farming 
systems. The strategy is to adopt land 
saving technologies, and deliver water 
and nutrients directly to plant roots at 
the required rate at the critical time. 

Important innovative technology in- 
cludes no-till farming with crop residue 
mulch used in conjunction with roundup 
ready crops (wheat, soybean, corn, sor- 
ghum, and millet), sub-surface drip irri- 
gation, precision farming, nano-fertiliz- 
ers, hydrogels, zeolites and use of GM 
crops which emit molecules under 
stress that can be detected prior to se- 
vere adverse impacts on crops. Replace- 
ment of traditional residential fuels 
with modern biofuels is important in 
improving human health, restoring soil 
quality and enhancing the environment. 

Benefits of improved technology can 
only be realized with proper governance 
and creation of a conducive social, cul- 
tural and political environment.a 
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Modern agriculture has been of great help in alleviating hunger from the 





– Rajendra Prasad 


INSA Honorary Scientist & Ex ICAR National Professor, 


Indian Agricultural Research Institute, New Delhi. 





e roots of modern organic farm- 
ing can be traced to Europe dur- 
ing the first quarter of the early 

20* century. It was conceptualized and 
initiated by the Austrian Philosopher 
Rudolf Steiner in 1924. The formation 
of the International Federation of Or- 
ganic Agriculture Movements (IFOAM) 
in 1972 gave an international frame- 
work for discussion and codification of 
internationally recognized principles of 
organic farming. According to the Na- 
tional Organic Standards Board of the 
US Department of Agriculture (USDA), 
the word ‘Organic’ has the following offi- 
cial definition *An ecological manage- 
ment production system that promotes 
and enhances biodiversity, biological 
cycles and soil biological activity. It is 
based on the minimal use of off-farm 
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inputs and on management practices 
that restore, maintain and enhance eco- 
logical harmony". It may be emphasized 
here that in the production and market- 
ing of organically produced agricultural 
products, the check is on the processes 
of its production rather than the prod- 
uct per se, although quality standards, 
which are quite strict, have to be ad- 
hered to. On the contrary, in the produc- 
tion and marketing of most industrial 
products, the stress is on the quality of 
the final product. 

What needs to be pointed out is that 
for countless generations, small farmers 
in India and other developing countries 
have inherited and managed complex 
farming systems adapted to their local 
agro-ecological conditions. These farm- 
ing systems have helped them survive 





harsh environments, meet their family's 
food needs, contribute to local/regional 
markets and still not over-consume the 
natural resources. These small farmers 
would be amazed to know that the 
knowledge they inherited down the gen- 
eration is now a part of the modern glo- 
bal movement for organic farming. 


Why the global interest 

Increasing pesticide residues in food 
materials, eutrophication of surface 
and ground-waters and increasing ni- 
trous oxide emissions which are detri- 
mental to the ozone layer of the atmo- 
sphere, drew attention towards the 
harmful effects of modern agriculture 
and environmentalists pressed hard for 
a more sustainable agriculture. 

Even in India, where pesticide con- 
sumption is less than 0.5 kg/ha as com- 
pared to over 10 kg/ha in Japan, 81% 
samples of feed and fodder, 52% samples 
of milk and 63% samples of surface wa- 
ters were found to be contaminated in a 
survey done in Haryana. As regards fer- 
tilizer (МРК) consumption, during 2003 
it was 104.7 kg/ha in India as against 
315.2 kg in the UK and 433 kg/ha in the 
Republic of Korea. It may be mentioned 
that of the fertilizer nitrogen applied, the 
crop uptake of Nitrogen was 56% in the 
US, 52% in Canada and 48% in India. 

In 1993, the Swiss government de- 
cided to disburse payments based on 
organic farming. As a result, the main 
food distributors having 60% or more 
market share in agricultural produce 
began an intensive marketing program 
focused on organic food. The global mar- 
ket for organically produced foods in 
2005 was estimated at $31 bn and is 
likely to increase to $102 bn by 2020. 
India's share in global organic food mar- 
ket is less than 1%. This certainly can ђе“ 
and must be increased. In addition tos 
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food materials, there is also an increas- 
ing demand in the US for organic cotton 
for clothes specially for infants and 
young children. There is also an increas- 
ing demand for organic food in the coun- 
try. end several food articles are avzil- 
able off the shelf in the general stores of 
metros. 


Indian scenario 

The steering committee, under the 
Chairmanship of Dr. MS Swaminathan, 
appointed by the Task Force on Organic 
Farming of the Ministry of Agriculture & 
Cooperation, advocated giving boost to cr- 
ganic farming in rainfed areas and in 
northeastern states, where there was lira- 
ited use of fertilizers and other agricul- 
tural chemicals. Madhya Pradesh, 
Uttranchal and Sikkim have already dz- 
clared themselves as organic states. But 
such areas are organic by default. At 
present, Maharashtra alone has a size- 
able (about 0.5 million ha) acreage under 
organic farming but only a very small area 
is certified. Merely increasing the area un- 
der organic farming will not help. For ma-- 
keting the organic produce at a premium 
price, proper certification is a must. 


Major issues 

Of ccurse, it will be easier to push organic 
farming in areas where the use of ferti - 
izers and other agricultural chemicals is 
currently low, but such areas have poor 
marketing infrastructure and if profits 
are large, the states which are practicing 
modern agriculture and contributing to 
food reserves of the country will not like 
to remain behind. This raises the issue: 
Is organic farming to be practiced at the 
cost 5f India's effort for food self-suffi- 
ciency? It may be pointed out here thas 
the food grain production in the past few 
years has not crossed 112 million tons as 
against an estimated demand of 294 
million tons per year by 2020. Thus 
there is already a stagnation in fooc 
grain production which cannot be over- 
looked. We are already importing consid- 
erable amount of edible vegetable oi! 
and pulses. During 2004-05, this import 
was worth Rs. 10,755 cr for edible veg- 
etable oil and Rs. 1,718 cr for pulses. 
"Thus, the first and foremost issue is the 
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country's food needs to sustain the popu- 
lation versus organic agriculture to sus- 
tain the environment. 

The second issue regarding organic 
farming is to control the agricultural 
practices followed on the farm and the 
quality of the produce. There are cur- 
rently about a dozen accredited certify- 
ing agencies in India. If the area under 
organic farming increases as fast as the 
trend, many more certifying agencies 
and persons trained in the job will be re- 
quired. Further, these certifying agen- 
cies will have to be in contact with inter- 
national certifying agencies, such as 
IFOAM, CODEX, EU regulation, 
Demeter, and JAS, for the export of the 
produce. Each international agency has 
its own sets of rules and quality specifi- 
cations. Again, marketing of farm prod- 
ucts is a highly complicated process. 
What if one of the consignments is re- 
jected at the port of entry. Who will bear 
the loss? Small and marginal farmers 
can hardly afford to do so. Therefore, 
there has to be a sound financial back-up 
program. Indian markets are of course 
an entirely different issue. 

The third issue associated with or- 
ganic farming is the losses to be incurred 
by the farmers during the transition pe- 
riod. A period of 1 to 3 years is required 
during which all the approved practices 
are to be followed on the farm, yet the pro- 
duce, which is likely to be 60-75% of that 
produced with modern practices, is to be 
marketed in the open market. Certifying 
agencies will market the goods only after 
the transition period is over. Who will 
compensate the farmer for these losses? 

The fourth issue is that the farmer is 
forced to sell the produce to a fixed agency, 
which decides the price as per interna- 
tional prices, which keep on changing 
much to the inconvenience of the farmers. 

The fifth and the foremost issue is re- 
ally what share of profit goes to the 
farmer. There has to be some guaranteed 
income to the farmers. Farm insurance 
and other financial institutions thus have 
a major role to play in organic farming. 


Agenda for action 
= The Ministry of Agriculture & Coop- 
eration, Government of India, in con- 


sultation with the state govern- 
ments and APEDA (which is the 
nodal agency and has done a com- 
mendable job in promoting organic 
farming), should earmark one or two 
districts in each state where organic 
farming is to be practiced. They 
should also identify the crops to be 
grown. The demand for organic farm 
produce is specially for Basmati rice, 
durum wheat, cotton, fruits and veg- 
etables, spices, medicinal herbs, ete. 
m Nothing can really succeed without 
the full support of the state adminis- 
tration. In this regard, posting of ag- 
riculturally qualified heads of the 
districts in places where organic 
farming is to be practiced might help. 
= At least one quality control labora- 
tory matching international stan- 
dards needs to be created in each 
state going for organic farming. 


Epilog 

Modern agriculture has been of great 
help in alleviating hunger from the 
world, although the world population 
has more than doubled itself in the 
last half of the 20" century. During the 
same period, India’s population growth 
has almost trebled itself and is still 
steeply on the rise. Before the era of 
modern agriculture and Green Revolu- 
tion, India was a land of droughts, fam- 
ines and food scarcities, and even now 
lakhs, if not millions, do not get two 
square meals a day. One can therefore 
ill afford to take back the entire coun- 
try to organic farming, where yields are 
significantly less, i.e., 60-75% of those 
obtained with modern agriculture. We 
can talk of organic farming in niche ar- 
eas and for selected crops, depending 
on the export market and for increas- 
ing the return on investment in agricul- 
ture which is on the decline, forcing 
many young ones to leave the villages 
and move to the towns and cities to 
earn a livelihood. For organic farming 
to succeed, a concerted effort is needed 
from agricultural scientists, financial 
institutions, the administration and 
the farmers.s 
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Genetically Modified Crops 


Stepping Up Surveillance 





In an attempt to allay the growing clamor about GM crops, the Indian 
Supreme Court has brought them under close scrutiny. 





novations play a pivotal role in fos- 

tering rapid economic growth cf 
many major economies. And, India is no 
exception. The intensive use of technol- 
ogy nas, indeed, changed the fortunes cf 
many industries, such as telecom, soft- 
ware, electronics and pharmaceuticals. 
Nevertheless, opinion is divided across 
the globe, including the agrarian есопо- 
mies like India, when it comes to usage cf 
agricultural technology. 

Globally, there are a few proponents 
of the controversial biotech break- 
through — Genetically Modified (СМ) 
crops— who hail that these crops offer a 
solution to eliminate hunger and malnu- 
trition in the developing countries. How- 
ever, these biotech crops have been con- 
fronzing serious opposition from many 
parts of the world cn the grounds of bio- 
safety and health concerns. Amidst 
these unabated debates about GM 


Е the modern era, technological іп- 
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crops, interestingly, the Indian Supreme 
Court has lifted an eight-month-old ban 
on field trails of GM crops and has al- 
lowed them to be continued, subject to 
certain stipulations. 


The “бепе” Revolution 

GM crops are produced through a genetic 
engineering process by incorporating a 
gene from the bacterium Bacillus 
thuringiensis (Bt) which is supposed to 
reduce the usage of pesticides as well as 
increase the crop yield. Papiya 
Bhattacharya, National Centre for Bio- 
logical Sciences, Bangalore elucidates 
“А genetically modified crop results 
when a functional gene is introduced into 
the natural DNA of a wild type crop or 
the function of an existing gene is 
knocked off or a different kind of modifi- 
cation is brought about in the existing 
genome; in other words the natural DNA 
of an organism is tampered with." 





Significant plantation of GM crops 
can be evidenced from 1996 onwards in 
the US. During the first decade of GM 
crops’ evolution, growth was predomi- 
nantly concentrated in nations such as 
the US, Argentina and Canada, though 
the growth in other countries such as 
India, China and Brazil began to gain 
momentum towards the end of the de- 
cade. A report by the pro-biotech Inter- 
national Service for the Acquisition of 
Agri-biotech Applications (ISAAA) said: 
“The first decade (1996-2005) was the 
decade of the Americans. The second de- 
cade will likely feature strong growth in 
Asia led by India, China and new coun- 
tries such as Pakistan and Vietnam.” 
GM crops registered a 60-fold growth 
from 1.7 million hectares in 1996 to 102 
million hectares in 2006. This growth 
rate underscores the increasing adop- 
tion rate of GM technology. Some scien- 
tists believe that the Green Revolution 
of the 1960s and 1970s, which enhanced 
the productivity of staple foods through 
plant breeding, has been overtaken by 
this Gene Revolution in the form of GM 
crops across the globe. 


Just Bt cotton 
Though the research on GM crops has 
been underway for decades, only four 
crops—maize, cotton, soybeans and 
canola—are widely grown worldwide 
and account for the total global GM crop 
acreage. Nonetheless, in India, Bt cot- 
ton is the only GM crop under cultiva- 
tion since 2002 whose acreage in- 
creased from 77,000 million to 9 mil- 
lion in 2006. The genetically modified 
Bt cotton seed supplements the cotton 
plants with the built-in protection 
against pests and thus minimizes the 
usage of artificial pesticides. 

For the past four years, GM cotton 
has contributed greatly to Indian agricul- 
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INTERVIEW 


Genetically Modified Crops 


Even with world-class agricultural scientists the Indian system of technology devel- 
opment and dissemination has failed to either deliver or address the plight of small- 


holder farmers. 


To revive the sagging productivity, a revolution in 
agriculture technology is the need of the hour. How 
do you view the country's progress in the develop- 
ment and dissemination of technology in agricul- 
ture? 
India has made enormous progress in devel- 
opment and dissemination of technology for 
farmers. Forty years ago, when India began 
to face its food shortages head on, its focus 
was on technology development and dis- 
semination. This resulted in the so called 
Green Revolution and India became a model 
nation for solving its food problems. India's 
efforts are still being emulated by several 
countries without much success. But this 
happened only in two major crops: wheat 
and rice. Much of the green revolution hap- 
pened in the regions where irrigation water 
was assured through surface or ground water irrigation. Thus, 
much of the dryland farmers, particularly smallholders in 
marginal regions were not touched by the green revolution. 
The productivity growth in these two crops has been minimal 
after the initial spur in the 1960s and the 1970s. This has led 
to ‘technology fatigue’ in many areas of Indian agriculture. 
The contribution of technological innovation in other crops 
such as pulses and oilseeds has also been not impressive in 
the last 30 years. There has been modest productivity in- 
creases in the coarse cereals, such as sorghum, millets, and 
maize, which are grown under rainfed conditions in the mar- 
ginal lands where the majority of the poor lives. This is where 
the public sector research establishment has failed in the 
last 25 years. It has not been fully responsive to the needs of 
the smallholder farmers. Innovations are not fully appropri- 
ate. Accountability for the resources invested in research and 
development is less transparent. Technology development 
and dissemination seem to suffer from poorly organized pri- 
ority setting process. Stakeholder consultations are minimal 
and governance of the research programs continues to be 
weak. The performance appraisal and monitoring and evalu- 
ations systems for scientists are outmoded. In brief, even 
with world-class agricultural scientists the Indian system of 
technology development and dissemination has failed to ei- 
ther deliver or address the plight of smallholder farmers. 
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Do you think that Indian policy-makers and legal 
frameworks are realistically set for development 
and dissemination of technology to assist the poor 
farmers? 

We are now talking about second green 
revolution. Hyped by the increasing de- 
mand for high value crops, such as fruits, 
vegetables, fish and livestock products, 
there is an increasing investment from the 
private sector to reach these consumers by 
connecting smallholder farmers to markets 
through the production of high value crops. 
This is all welcome sign, but once again the 
farmers who can take advantage of this 
trend currently are the ones who are well 
endowed with water resources and who live 
near the market centers. Marginal and dry- 
land farmers who remain poor and vulner- 
able may be left behind once again, if appropriate policies, 
institutions, and legal frameworks are not developed to in- 
clude them in this new wave of growth, however small it may 
be. Since private sector is involved, it could be encouraged to 
invest in technology development for the high value com- 
modities. 





E ч 


How do you see the infusion of agricultural biotechnology and Informa- 
tion Technology together in catalyzing Indian agriculture? 
Agricultural biotechnology has an important role to play in 
reviving Indian agriculture. The example of Bt cotton which is 
growing in acreage and as well as increasing the profit for the 
farmers despite the high cost of seeds, is a good example. 
Policies and legal frameworks to protect the rights of the 
farmers and the breeders need to be in place and respected. 
Research and investment by private sector are increasing, 
but there is a large need to employ biotechnology to solve the 
problems of smallholder resource-poor farmers. Applications 
of biotechnology to drought resistance of crops need immedi- 
ate attention. 

Information Technology has a huge potential to connect 
farmers with markets and in creating a knowledge economy 
in the agricultural sector. The collapsing agricultural exten- 
sion system throughout the country can only be fixed by ef- 
fective use of Information Technology. Agricultural universi- 
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ties need to take a lead in the use of Information Technology 
in a strategic manner. Each state university should estab- 
lish a farmer portal that has extension messages that the 
farmers, extension agents, private sector, and input and out- 
put marketing agencies can access. The current staff of the 
extension system must be trained in ICT and the use of glo- 
bal knowledge bases in agriculture and translate them into 
local languages and messages. 

The research stations of the Indian Council of Agricul- 
tural Research (ICAR) system and the state universities 
located throughout the country need to become information 
hubs which should be handled by trained technologists. 
Farmers must be able to get text messages on the weather 
and occurrences of crop pests and diseases in their areas 
through mobile phones. The university portals and hubs 
must connect to village informaticn centers. We have seen 
only isolated successes and models of the use of ICT for 
agriculture, they need scaling up to reach the resource poor 
farmers. 


In the recent years, the global research funding has shown a declining 
trend. What аге the challenges ahead for the Indian Government 
in stepping up investments in agricultura for technological 
development? 

Investment in the global research funding for agriculture 
has not increased much in the recent years. The investment 
for agricultural research in India has been less than optimal 
in the last two decades, but it is showing an increasing 
trend. The fundamental problem is how the current alloca- 
tions are used to address the problems of the farmers. Even 
if the investments are increasing, given the current level of 
governance of the public research system, there is no guaran- 
tee that the resources will be effectively used. The system of 
aliocation of research funds to scientists remains 
uncompetitive. Agricultural research institutions have be- 
come monolithic organizations where science and innova- 
tion are considered for the most part as a routine 'govern- 
ment job' and not as a mission to solve the problems of the 
farmers. 

Agriculture sector, as a whole, needs increased invest- 
ment for improving the rural infrastructure and irrigations 
systems. Investments are also needed to provide assured 
power supply to rural areas which can eliminate the need for 
high level of subsidies for electricity. Investments are also 
needed for rehabilitating irrigation systems and to increase 
tne areas under irrigation. Investments alone are not 
enough. They need to go hand in hand with good governance 
backed by policies and institutional mechanisms that en- 
sure the benefits of such investments reach the intended 
beneficiaries. 
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Given the controversies regarding India's regulatory system for biotech- 
nology in the recent times that it is favoring industry rather than socio- 
economic concerns, is there any need for the thorough overhaul of the 
regulatory system in India? 

Technology regulatory systems can be improved. The existing 
system functions well. But the basic foundation of success for 
a regulatory system lies in its transparency. Its credibility 
will also depend on how the information is shared with poten- 
tial users and challengers. This is particularly important 
when we have a system that is not fully trusted by the public. 
The data on field trials on biotechnology need to be made 
available to those who would like to scrutinize them. The 
final determinants of a success of a technology will be indi- 
cated by the welfare of the farmers who adopt it. Improving 
the governance of the regulatory process and including right 
people who have established credibility and can express inde- 
pendent views not influenced by political pressure will im- 
prove the trust in the system. Governance matters. 


How far will the present government's Mission 2007 "Every Village a 
Knowledge Center" revive the primary sector and facilitate knowledge 
and technology dissemination? 

This mission is a welcome one. Village centers only bring 
technology and hopefully better connectivity. Currently not 
enough thinking has gone into the content and capacity for 
running the village centers and connecting them to farmers. 
The general fear is why the public sector should get involved 
in it. Why not encourage the private sector to operate the vil- 
lage centers along with provision of other services. 

A village knowledge center run by public sector will be 
plagued by inefficiency and poor accountability. Remember 
the old public telephone booth. In order to serve the farming 
community effectively, the village knowledge centers must be 
run by small businesses in the villages mediated by 'knowl- 
edge entrepreneurs' who will connect farmers and rural com- 
munities to the global knowledge bases. Knowledge entrepre- 
neurs would be the typical school dropouts who could be 
trained to use computers and retrieve information for the 
farmers. Krishi Vidhyan Kendras could train these knowl- 
edge entrepreneurs for a small fee and certify them. This will 
create a new cadre of self-employed knowledge brokers and 
reduce the problem of rural unemployment. 

The fundamental issue is how resources spent on farmers 
reach them. There is no dearth of resources. The issue is gover- 
nance at all levels —from the research institutions to regula- 
tory systems to reaching farmers with appropriate technolo- 
gies. The role of governance and the institutional and human 
capacity to achieve the targets cannot be underestimated. 


Interview conducted by М Janardhan and У Ката 
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ture by increasing the total output of cot- 
ton from 170 lakh bales to 270 lakh baies. 
During the same period, India, from being 
an importer of 20 lakh cotton bales a year, 
became an exporter of 40 lakh bales of 
cotten. Accordingly, India has emerged as 
one of the fastest adopters of GM crop 
technology, grabbing the seventh position 
amcng all the 21 nations which have 
adopted the technology hitherto. 

In India, Bt cotton is largely growr in 
states such as Gujarat, Maharashtra, 
Andhra Pradesh, Tamil! Nadu, Madhya 
Pradesh, Punjab and Haryana. Indeed, 
the company which has pioneered the 
marketing of Bt cotton in India under the 
brand name Bollgard is Маћусо 
Monsanto Biotech (India) Ltd., a joint 
venzure between the MNC Monsanto 
and :ts subsidiary Maharashtra Hybrid 
Seed Company. Nevertheless, after ex- 
periencing strong resistance against hy- 
brid seeds, the company recast its busi- 
ness model to become a technology pro- 
vider rather zhan being a seed provider. 
Thrcugh the simple backcrossing tech- 
nolegy, Bollgard gene could be easily 
transferred to any of the regular cotton 
hybrid. Due to this very nature of GM 
seeds, which are formed by injecting an 
alien gene into a naturally occurring seed 
var:ety, thev are popularly known as 
transgenic seeds. 

It is largely believed that GM technol- 
ogy succeeds where traditional breeding 
cannot. Proper usage of technology could 
reap in beneZits of producing high-yield- 
ing. pest- and drought-resistant crops. 
Besides this, it can also act as a panacea 
to India’s malnutrition problems by way 
of inducing necessary vitamins into regu- 


Increasing Acreage 
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Note: HT refers to herbicide tolerant 


lar food crops. Papiya affirms “engineered 
crops—such as vitamin A-boosted golden 
rice or protein-enhanced potatoes—can 
improve nutrition, that drought- or salt- 
resistant varieties can flourish in poor 
conditions and stave off world hunger, 
and that insect-repelling crops protect 
the environment by minimizing pesticide 
use.” Advocates of the technology argue 
that GM crops typically require just one 
or two sprays of pesticide per harvest as 
against four to five sprays for conven- 
tional crops. They also perceive these 
crops as environment-friendly, as they 
only kill targeted insects and not all. 


Glitches prevail 
The benefits of GM crops are net without 
any pitfalls. Indeed, they have been criti- 
cized on various grounds. Explaining the 
dangers associated with Bt cotton, 
Dr. Ramesh Agarwal, a genetic expert at 
the Centre for Cellular and Molecular Bi- 
ology, Hyderabad, says: “Initially farmers 
may be happy with the new technology. 
But long-term concerns about pest resis- 
tance, cross-pollination and toxicity also 
need to be considered.” A few studies re- 
veal that pests have developed resistance 
to Bt cotton seeds in some of the countries 
where it is grown. As a result of the in- 
creasing immunity of pests, it might be 
almost difficult to control them even with 
the help of synthetic pesticides. In the 
long-term, this will lead to increasing 
costs and reduced yields of GM crops. 
Another key concern is that Bt cotton 
may contaminate the other 200 regular 
varieties of cotton in India by way of 
cross-pollination. This is quite possible 
if proper measures are not taken to pre- 
vent it. Apart from this 
worry, the GM crops’ im- 
pact on environment and 
health is also question- 
able. Though it is not sci- 
entifically proven, there 
is a possibility of trans- 
fer of GM crop toxins 
through the food chain 
even to the ultimate con- 
sumer. Considering 
these issues, all the ma- 
jor stakeholders are rais- 
ing serious concerns. 


Further boost 


Acting on a petition filed, the Supreme 
Court took note of the ever-increasing re- 
sistance to GM crops, and ordered that 
the field trials of GM crops be put on 
hold. It also directed the government not 
to approve any fresh field trials until fur- 
ther notice. However, after an eight 
month ban, the apex court has now lifted 
the stay and has permitted the field tri- 
als of GM crops, provided the tests are 
conducted under stringent conditions in 
order to ensure prevention of contamina- 
tion. Apart from this, approved field tri- 
als should maintain an isolation dis- 
tance of 200 meters from non-GM fields 
and should appoint a designated scien- 
tist to ensure that all the conditions are 
complied with during trials. 

The Supreme Court ruling has once 
again put the bio-safety and bio-diver- 
sity concerns under focus. More impor- 
tantly, the ruling has spurred the re- 
search work in some of the food crops 
such as rice, pigeon pea, and groundnut 
as well as in vegetables such as brinjal 
and okra. The decision to bring in trans- 
parency and accountability in the pre- 
commercialization period is poised to 
take into account stakeholders’ interest. 
Interestingly, the Genetic Engineering 
Approval Committee (GEAC), which 
comes under the purview of the Union 
Ministry of Environment and Forests, 
was asked to submit detailed report on 
the negative effects, such as toxicity and 
allergic reactions from GM crops, to the 
court. A clear protocol needs to be estab- 
lished to ensure that the contamination 
of neighboring fields is not above 0.01%. 

It is quite an undeniable fact that 
though technologies bring in prosperity, 
they do come with certain risks. If not 
properly tackled, they may result in di- 
sasters too. Therefore, effective risk as- 
sessment and control are crucial for the 
optimal exploitation of technology. By al- 
lowing further research on GM crops after 
imposing stringent norms, the Supreme 
Court has given a boost to agricultural 
technology in India for the benefit of the 
stakeholders, albeit without compromis- 
ing on the safety concerns.s 

– Y Bala Bharathi 
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An analysis of the global situation reveals that banks participate across 





platforms and in various products in various countries not only to hedge 
their risk but also to add value to their clients. 


– V Shunmugam and DG Prasad, 


Chief Economist and Economist, Multi Commodity Exchange Limited, Mumbai. 





lobalization is accelerating the 

process of integration of Indian 

markets with international 
markets and liberalization is leading to 
increasing role of markets in deciding the 
prices, exposing all transactions in an 
economy to risks such as forex, interest 
rate and prices. This enables those with 
information on the impact of such risks 
and those with better incomes to face 
such risks, putting them at a more advan- 
tageous position compared to those un- 
aware or negligent of the same. This has 
also led to significant innovation of fu- 
tures exchanges in the developed econo- 
mies to share such risks among the haves 
and have nots of information and capital. 
Domestically, the rapid rise in India Inc.’s 
exposure to global markets is inexpli- 
cable due to the strong growth in the total 
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merchandise trade, which has increased 
by over 24% to $235 bn in April-Decem- 
ber 2006, over the corresponding period a 
year ago, in line with India’s growth in 
intellectual capital and liberalized 
trade policies. The inclusion of services, 
transfers and other income puts the fig- 
ure at a whopping $404 bn for FY2005- 
06. It is not only these companies in the 
process of exports and imports of goods 
and services, but also the banks which 
provide credit facilities to such firms 
that face similar risk apart from the 
credit default risk (a derived risk from 
all the risks mentioned above), which is 
faced by the banks alone. 

The risk arising from volatility in for- 
eign exchange rate movements remains 
significant for the exporters and import- 
ers of goods and services. The average 





A Future Tool for Indian Banks? 


annualized foreign exchange volatility of 
6% works out to Rs. 24 bn worth of forex 
risk that India Inc. is exposed to, given 
its total earnings. Added to this, the 
price variation in commodity prices en- 
hances the risk exposure of corporate 
India and thus has an adverse impact on 
profits and losses accounts of various 
firms. Of late, the exposure to forex risk 
of India Inc. has also amplified, as the 
value of Indian rupee against bench- 
mark foreign currencies has become 
highly volatile. For instance, the rupee 
on March 29, 2007, had seen an intra- 
day high-low difference of Rs. 1.01, 1.е., а 
movement of over 2.33%. The exposure 
of business houses and/or the banks, 
which would finance their operations or 
their imports/exports to such quantum 
of currency risk, is not healthy to their 
businesses. This roughly indicates the 
quantum of risk that corporates or trad- 
ers carry and hence the banks on the 
back of lending to these players. But rel- 
evant positions in the futures market 
mitigate their credit risk. Hence, banks 
can safely lend and enhance the credit 
exposure of these players. 


Relationship between equity and 
commodities futures market 

In order to identify the relationship be- 
tween the Indian equity market and do- 
mestic crude oil prices, considered one of 
the major influencing factors behind in- 
flation and generally in an economy, we 
considered BSE Sensex and MCX crude 
oil prices as respective benchmarks. A 
regression analysis was done by taking 
the Sensex as a function of MCX crude 
oil prices. The analysis showed that for 
the last two years, a 1% rise in crude oil 
prices led to a 0.17% drop in the Sensex 
as it cuts the bottom lines of India Inc. 
Significantly, for the one-year period be- 
tween February 2006 and February 
2007, it showed a value of -1.11, indicat- 
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ing that a 1% rise in crude ой prices led to 
a 1.1% drop in the Sensex. Incidentally, 
in the first instance, the adjusted 
R-squared (strength of the indicated re- 
lationship) was 9896, while in the second 
instance, it was 94%. 

Table 1 shows the correlation of eq- 
uity prices of a few base metal compa- 
nies against associated metal futures 
prices on the MCX platform: 

The high correlation between equity 
prices and the prices of the underlying 
commodities (in which they primarily 
deal with) on the MCX platform. pro- 
vides an opportunity for the equity mar- 
ket players, including banks and funds, 
to hedge their risk by taking relevant 
positions simultaneously in both the 
equity and commodity futures market. 
Banks, apart from funds with their con- 
nectivity, can also act as access provid- 
ers to the common man and small pro- 
ducers in the commodity derivatives 
market. A case in point is the ICICI 
commodities.com which has an online 
connectivity to the bank and provides 
online trading facility to the consumers 
as well. Though this is a plain vanilla 
offering to their customers, it could, in 
future, help the bank to offer custom- 
ized products to create models of aggre- 
gation for both the consumers and 
producers of the commodities and en- 
&ble their participation in the futures 
platform. 

Further, as per the information pro- 
vided in Table II and Table III, the com- 
modities are much mere stable than eq- 
uities. This makes a strong case for 
banks to be allowed in commodity mar- 
kets when they are allowed in equity 
markets. Even in the case of MCX Agri 
Index, which comprises of a few essen- 





Table Е Correlation Analysis 


Company Associated Correlation 
Metal (%) 
Hindalco Copper 81.52 
Sterite Industries Copper 87.17 
Hindustan Copper Соррег 77.57 
Hinc Zinc Nickel 76.19 
Hinc Zinc Zinc 69.45 


Note: The period taken for this is from the date of inception of the 
respective MCX commodity contract. 
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Table И: Annualized Volatility 


Particulars я 





Annualized volatility 
of MCX Comdex 


Annualized volatility 
of NSE Nifty 


Annualized volatility 
of MCX Metal index 


Annualized volatility 
of MCX Agri index 


Note: All figures are in percentages. 


tial commodities, the average daily 
volatility is far less at 0.7496 compared 
with the overall volatility in the equi- 
ties market, while the annualized vola- 
tility of MCX Agri Index is far less when 
compared to NSE Nifty index. 


Commodity derivatives and banks 
– Global experience 

Most of the global banks today deal in 
commodity derivatives to add value to 
their customers ranging from public 
sector to private corporates and indi- 
vidual customers. They provide various 
products such as OTC swaps, basis 
swaps, options and several other struc- 
tured transactions. They have a team of 
specialists who research various mar- 
kets to offer the customers a high level 
of service and ensure even small ven- 
tures get the value for their money. The 
banks that provide such services in- 
clude Bank of America, BNP Paribas, 
Deutsche Bank, Standard Chartered, 
etc. It has been the tradition that these 
banks also deliver various services 
across the nations depending on their 
presence on acquiring necessary regula- 
tory approvals for such operations. For 
instance, Standard Chartered Bank, 
China, recently applied and received 
necessary approvals to offer commodity 
derivative-related products to cater 
even to the risk-averse but highly ambi- 
tious investors. To cite another ex- 
ample, participation by banks in de- 
rivative markets has increased dra- 
matically during the past decade, rising 
from notional amounts of $7.34 tn as on 
December 31, 1991, to $84.18 tn by the 
end of September 30, 2004. In fact, very 


extensive use of derivatives by banks in 
the US, is an evolving phenomenon to- 
day, and interestingly enough, signifi- 
cant holdings of derivatives are by large 
US banks to hedge their own risks 
rather than that of their customers. 
Further, various international 
banks, with their access to various glo- 
bal markets, also provide global arbi- 
trage opportunities and help their cus- 
tomers cover all risks such as forex risk. 
interest rate risk, commodity/equity 
price risk—all at one go— due to their 
access to various markets and their var- 
ied products and innovative OTC/Struc- 
tured hybrid products to cater to varied 
combination of needs. The research 
desks set up by various banks help in- 
fuse not only appropriate domestic fun- 
damentals into the markets, but alsc 
help carry international fundamentals 
across borders into various markets 
which are open, thereby adding value tc 
their customers and the economies they 
are operating in. This also helps ir 
smoother integration of domestic 
economy with the global markets. Re 
search desks of the banks have often ob- 
tained accolades from the stakeholders 
for the value of their information whick 
in a way flows into the markets and in 
directly makes their price discover) 
mechanism more accurate. MNC 
banks, entering into various countries 
not only look at catering to consume! 
markets but also seek to bring in othei 
value-added services such as aiding the 


Table Ill: Comparison of Price Volatility of Various 






Commodities Traded on MCX and NSE Nifty Index 
Commodities 


Gold 

Silver 

Copper 

Zinc 

Crude Oil 

MCX Comdex 
NSE Nifty index 
MCX Metal index 
МОХ Agri index 
Note: Prices of above commodities were taken from the period of 


билеу TT 
period as that of MCX Comdex. 


| Chartered Financial Analyst 


ап $ за ar © 
EX ЗА A SARI Ba 8! 


Over 250 products to meet every need. 
India's leading.General Insurance Provider | 





Assurance of the Leader 


(азата їз! 


Corporate Add.: The New India Assurance Co. Ltd. 87, Mahatma Gandhi Road, Fort, Mumbai 400 001 Tel.: 2270 08100, 2270 08400 Website: www.newindia.co.in 


Insurance is the subject matter of solicitation. 


Acri Business Special 





Table IV: Markets — А Comparison 


Market Properties 


Potential Investors/Operators 


Average Market Turnover 


(Daily) (April 1 - June 15, 2007) 


Products Available 
Participants 

Market Volatility: Intra-day 
(April 1 - June 15, 2007) 
Inter Day 

(April 1 - June 15, 2007) 


Regulators 
Regulatory Tools 


institutional Structure 


Trade Timings 


Gross Margining 


index Trading 


Delivery Logic 
(Derivatives Market) 


Electronic Trading 
Demutualization 
Denomination of Contracts 


Stage of Development 
(Derivatives Market) 
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Stock Markets 


Affluent few with income level to 
invest in the secondary/tertiary 
growth sector i.e., not more than 
4-5 lakh investors with sufficient 
flow of money. 


Rs. 46,373 cr 


Spot. Futures, Options, Indices 


Individuals, Corporates, Banks, 
Institutions, Funds, Fils 


Sensex: 1.47 pct 
Nifty: 1.79 pct 
Sensex: 1.23 pct 
Nifty: 1.28 pct 


Stock Exchange Board of India 


Margins - VAR adjusted 
Price:Circuits 

Position Limits 
Penalties 


Exchange 
Participating Banks 
Members 
Brokers/Sub-brokers 
Clients 


Only one session 
(morning session) 


In the planning stages (between 
cash market and futures market) 


Existing 


Financial settled contracts 


Yes 
Demutualized Exchanges 


Single currency denomination 
contracts 


Somewhere between growth and 
maturity stages 


Commodity Markets 


Almost the entire population 
(family heads/individuals) of the 
country who in one way or the 
other would be related to the con- 
sumption of the commodity. 
Numbering around 200-250 mil- 
lion. 


Rs. 11,377 cr 


Futures 


Individuals, Corporates 


Comdex: 0.62 pct 


Comdex: 0.93 pct 


Forward Markets Commission 
Margins - VAR adjusted 

Price Circuits 

Position Limits 

Penalties 


Exchange 

Participating Banks Members 
Brokers/Sub-brokers 

Clients 


Both morning and 
evening session 


Not existing 


Not existing 


Delivery-based contracts 


Yes 
Demutualized Exchanges 


Single currency denomination 
contracts 


Just passed nascent stages 


International Commodity 
Exchanges 


Those in developed markets 
reaches out to almost those who 
are affected by the volatility in the 
commodity exchanges. 


-NA- 


Futures, Options, Indices, Spot 


Individuals, Corporates, Banks, 
Institutions, Funds, Fils 


DJ - AIG Index 0.82 pct 


DJ - AIG Index 1.07 pct 


Single or Separate Regulators 
for 

Similar regulation with variable 
position limits 


Exchange, 
Banks, Clearing House, Members, 
Brokers, Clients 


Limited, extended and 24-hour 


Existing not only between spot 
and futures but even between two 
exchanges 


Existing 

Both financial and delivery-based 
contracts 

Yes 

Demutualized Exchanges 


Single currency and multiple cur- 
rency denomination contracts 


Maturity stage 
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Commodity Futures 


АА 


local companies and the clients to par- 
ticipate in hedging their exposure risks 
in various markets across platforms. 
An early action to allow domestic banks 
to participate in the commodity mar- 
kets, will not only help in improving 
their competency but will also help in 
developing their trading and product 
development skills in line with those of 
international banks which have already 
entered the country. 


Domestic commodity exchanges 

— As robust as their counterparts 

Despite the restrictions on their prod- 
uct range and participation limited only 
to individuals and companies, domestic 
exchanges have shown remarkable 
growth within three years of existence 
to grow from a level of negligent percent 
of the then turnover of its stock counter- 
parts, to about 2546 of their turnover 
(see Table IV). The national online ex- 
changes, which have become opera- 
tional since 2003, have been trading 
seamlessly on commodities with the 
same set of regulatory tools as their 
stock counterparts on an electronic 
platform and have come up clean in 
their trading process. The position lim- 
its, as prescribed in the commodities, 
are much tighter than the global com- 
modity markets and the growth levels 
in the commodities markets have been 
limited by the existence of such stricter 
regulatory controls. While such regula- 
tory control makes the markets spread 
the volumes across players, these pre- 
vent participation of larger companies 
due to their exposure size and the sell- 
ers or buyers on the opposite side. Due 
to the sensitivity of the prices of the un- 
derlying commodities which would af- 
fect the entire population of the country, 
the contracts in domestic commodity 
markets have been made deliverable 
compared with their stock markets 
where all the contracts are financially 
settled. Under such condition, it could 
be logically concluded that the Indian 
commodity derivative markets are 
made much more relevant to the physi- 
cal markets during these nascent stage 
of their growth story. As a result of 
tighter regulatory controls, the volatil- 
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ity in the commodity market, 1.е., MCX 
as expressed by COMDEX has been 
much lower than the volatility in their 
stock counterparts and the global com- 
modity counterparts. Though the insti- 
tutional structure of the Indian com- 
modity exchanges is less mature than 
that of their global counterparts, they 
are as mature compared with their 
stock counterparts. 


Conclusion 

By the very nature of the operation of 
the Indian banks, it is inevitable that 
they are exposed to several risks such 
as interest rate risk, foreign exchange 
risk, commodity price risk and credit 
risk. All these risks in one way or the 
other are manageable by sharing them 
across the ecosystem by way of partici- 
pation in the derivative markets with 


they have put their best behind this in 
response to the intense competition and 
in the process have won accolades in ap- 
preciation of their quality market re- 
search by their analysts. This not only 
helps the bank's own treasury or its cus- 
tomers, but also helps the markets to 
discover efficient prices due to infusion 
of accurate information about the com- 
modities into the ecosystem. In a coun- 
try like India, commercial banks with 
better connectivity to the rural areas 
and to the commodity exchanges, could 
facilitate participation of all the stake- 
holders right from producers to other 
stakeholders in the value chain. It 
would not only remain a business op- 
portunity for the banks but would also 
help in linking the participants with the 
markets and help them discover effi- 
cient prices. With the entry of foreign 


The institutional structure of the Indian commod- 
ity exchanges is less mature than that of their glo- 
bal counterparts, nevertheless, they are as ma- 
ture compared with their stock counterparts. 


varied underlyings. An analysis of out- 
standing credit to different industries 
has revealed that on an average, banks 
might tend to lose 2346 of their aggre- 
gate lending to those sectors based on 
the annualized volatility in the com- 
modities which are used by them in 
their production processes. Further, it 
has been found that in select stocks of 
companies with intense exposure to pri- 
mary commodities which are traded on 
the commodity exchange platform, 
there is an inverse relationship in their 
price movement indicating an opportu- 
nity for the banks which have invested 
on those stocks to hedge their exposure. 
An analysis of the global situation re- 
veals that banks participate across 
platforms and in various products in 
various countries not only to hedge their 
risk but also to add value to their cli- 
ents which include companies and high 
net worth individuals. 

Global banks have not only taken 
these as a risk management practice, 


banks into the country, it is most likely 
that they would seek to operate in com- 
modity markets in line with their global 
operational principles to help them 
reap the best out of the market. A com- 
parison of the regulatory principles and 
business practices of the domestic stock 
and commodity exchanges reveal that 
commodity exchanges are as efficiently 
regulated as the stock exchanges evi- 
dently if volatility is taken as a mea- 
sure to confirm the same. Hence, there 
are no reasons for the regulators to keep 
the banks away from commodity mar- 
kets which would have otherwise helped 
the policy-makers achieve partially 
what they had aimed for in paving way 
for national online markets, i.e., efficient 
price discovery and taking the hedging 
process closer to the producers and in the 
process, shrinking the value chain for the 
products through the transparency cre- 
ated by these markets.a 
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e past two and a half decades 
have been action packed as far as 
the rural finance scenario is con- 

cerned. There have been several innova- 
tions; some ofthe ideas that were thought 
about in the 1980s have become so intrin- 
sic to the financial system that they no 
longer look like innovations. As the Na- 
tional Bank for Agriculture and Rural De- 
velopment (NABARD) celebrates its sil- 
ver jubilee, it is worth looking at the mile- 
stone events that have happened in this 
field. This is neither an evaluation nor an 
endorsement of the role of NABARD, and 
in some of these initiatives, NABARD 
has had no role whatsoever. 


Self-Help Groups 
One of the most significant innova- 
tions—and now it has been so much 
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embraced by the banking sector and the 
state that it no longer looks like an in- 
novation —has been the concept of Self- 
Help Groups (SHGs). Strictly speaking, 
even SHGs were not as much an innova- 
tion as they were an improvization of 
the informal systems that existed in 
the society. But, nevertheless, an SHG 
has to be treated as an innovation from 
the point of view of the formal financial 
sector because for the first time some- 
thing like a group social collateral was 
accepted by the banking system as a 
surrogate for the traditional collaterals 
that they were used to. The reason why І 
call SHGs an improvization rather than 
an innovation is because they run on the 
basic principle of a chit fund or a bishi. 
The most important piece in all this 
was that SHGs did not ignore the mar- 





kets in two most significant ways. They 
set interest rates on loans near the infor- 
mal lending rates of their areas (in most 
places at around 24% per annum), re- 
ducing the possibility of arbitrage. Sec- 
ond, they soon linked with the banks and 
brought the mainstream market play- 
ers into the operations. Thus, the SHG 
movement in India, which is uniquely 
Indian, went much beyond bishis and can 
truly be called the innovation that 
emerged from the grassroots and later 
replicated elsewhere. 


When SHGs grow: ‘Companies’ in 
Alwar 

The fallout of the SHG movement in 
Alwar (Rajasthan) where PRADAN 
promoted SHGs, may be of interest 
here. Women, who were enterprising 
and grew fast, soon realized that their 
group would not be in a position to 
meet the increasing needs of their indi- 
vidual enterprise. At the same time, 
they needed the group for savings and 
other smaller loans. Some of these 
women from diverse groups got to- 
gether to set up what they called a 
‘company which was more like a bishi, 
a self-liquidating meta group that op- 
erated functionally till the women 
could meet their needs and constantly 
liquidated and regrouped with new 
needs. This is taking lessons out of 
SHGs and applying them in a different 
frame, as effectively. 


Grameen methodology 

India has been quick in absorbing the 
methodology of the Grameen Bank of 
Bangladesh. Several Microfinance In- 
stitutions (MFIs) have made credit 
easily accessible to people over the 
past decade by using this methodology 
effectively. While the country has been 
quick at absorbing the external as- 
pects of the methodology and even 
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improvizing on them, none of the 
Grameen replicators have imbibed the 
‘spirit’ of Grameen in having commu- 
nity ownership. The entire concept о? 
community ownership seems to be re- 
stricted to the SHG model. 

However, the Grameen methodclogy 
adopted by the MFIs has demonstrated 
something that was possibly unin- 
tended when the entire business 
started off. The most important lessen 
that the followers of this methodclogy 
have shown is that there is a vibrant 
market for rural credit. They have dem- 
onstrated that high interest rates are 
not a concern for the borrowers at very 
low amounts; instead they are actually 
willing to pay interest rates that are 
lower than that of moneylenders if the 
transactions are carried out with dig- 
nity and ease. In this way, Grameen 
methodology demonstrates the arbi- 
trage opportunity that was available in 
the rural credit markets and has lever- 
aged it to the fullest. 

In the process, some MFIs might 
have made supernormal profits and 
a.so invited a range of venture capital- 
ists and investment bankers to wake up 
and take notice. Whether the entry of 
venture capitalists in the market that 
is dealing with the poor to skim profits 
is desirable or not is a moot point. Меу- 
ertheless, this draws attention to the 
fact that there is a possible intervention 
of the State. Indeed, there may be some 
who may argue that the success of 
microfinance is largely because the 
State has kept away from it to a large 
extent. 

Two important policy innovations 
that helped the banks to derive some 
comfort in dealing not only with SHGs 
but also with MFIs were: recognition of 
group collateral as a valid security and, 
thus, putting all such loans in the ‘se- 
cured loan’ category for prudential pro- 
visioning norms and recognizing the 
loans to MFIs for lending to the poor cli- 
ents as a part of achievement of pricrity 
sector lending targets. This played an 
important signaling mechanism for the 
banking sector and provided even more 
legitimacy to the work done in the 
microfinance sector. 
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Beyond the frontier: Andhra Pradesh 
One of the most innovative programs at 
scale that has helped the financial ser- 
vices to move beyond the frontier is the 
Velugu program of Andhra Pradesh. 
This is a program, albeit with a large 
amount of subsidy, driven by the State, 
but has survived two different and ор- 
posing political parties being in power 
and has continued. The innovation in 
this program was in the delivery, which 
insulated the State from the actual roll- 
out of the program, by creating a sepa- 
rate semi-autonomous body —the Soci- 
ety for Elimination of Poverty— which 
was largely staffed by non-governmen- 
tal workers on contract to roll out the 
program. This, at least, insulated the 
program from getting to be one of indi- 
vidual patronage dispensation and 
helped to set up sustainable structures 
at the village level which have run inde- 
pendent of the State. The beauty of the 
Andhra Pradesh experiment is that 
while the State continues to interfere 
with the affairs of dairy cooperatives 
and play around with the structure that 
delivers agricultural loans, it has cho- 
sen to implement above-mentioned 
program under a fairly liberal Mutually 
Aided Cooperative Societies legisla- 
tion, which prevents governmental in- 
terference. 

Velugu demonstrates how finance 
can be extended to cover some very un- 
conventional areas that benefit the 
poor. The rice credit line provides the 
collective bargaining power to purchase 
rice in bulk for the entire group/village 
and store, while the payment can be 
made over a period of time when the 
earnings come in through wages, 
thereby providing the necessary food se- 
curity for the households. Velugu also 
demonstrates how the State could po- 
tentially insulate and institutionalize 
its developmental program for the poor 
without a large-scale elite capture. Has 
this happened by accident or by design 
we are not sure, but it nevertheless is 
the microfinance destination in India. 


Growth as mantra: ICICI Bank 
One of the most unlikely players that 
has dominated the mind space of the 


microfinance market has been the new 
generation ICICI Bank. Three of its ini- 
tiatives can be truly called innovative. 
The Bank took SHG banking to a differ- 
ent plane through its intervention in 
Madurai district, following the take- 
over of Bank of Madura. The underlying 
feature of ICICI Bank's push was that 
the portfolio had to grow in order to be a 
profit center. If it had to grow, the loans 
had to be large in size; thus, one had to 
break the barriers of the loan multiple 
on the savings base given. The idea was 
that unless there is substantial capital 
infusion, there would be no vibrant eco- 
nomic activity. ICICI Bank was also 
perhaps the first bank that not only un- 
derstood its limitation in ‘group forma- 
tion' but also recognized that the group 
formation costs/efforts needed to be 
compensated. This was the first sign of 
microfinance movement giving up the 
apron strings of development and mov- 
ing towards commercialization. 

ICICI Bank quickly recognized that 
the last mile problem had to be tackled 
in microfinance. Banks were not ori- 
ented to do extension banking and, 
thus, this had to be outsourced. How- 
ever, the organizations that were pro- 
viding the last mile service were under- 
capitalized. One way to increase their 
turnover (and thus ICICI Bank's turn- 
over in this sector) was to remove the 
bottlenecks faced by these institutions. 
Since they were weakly capitalized, two 
options existed. One, buy out their port- 
folio through a securitization deal so 
that they get more headroom to build 
further assets. Two, enter into a part- 
nership with the organization. Both 
these removed the constraint of capital 
adequacy for the MFIs. This was the 
most aggressive innovation that almost 
changed the face of microfinance in the 
new millennium.This was an inspired 
effort, ultimately recognized by the 
policy-makers when the business corre- 
spondent and business facilitator 
model was recognized as a valid way of 
doing lending business and etched into 
the policy documents. The innovation in 
microfinance will hopefully benefit even 
other sectors as this arrangement could 
be generic in nature. ICICI Bank used a 
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similar methodology to disburse арт1- 
cultural loans using intermediary insti- 
tutions such as sugar mills, rice mills 
and natural aggregators of the output. 


Innovations imported 

While we mentioned SHG as an im- 
provement of the basic concept of chit 
fund, there were other aspects that ru- 
ral financial sector picked up from the 
existing body of practices which have 
had limited or moderate success. Two 
such concepts pertain to agricultural 
credit. The Kisan Credit Card (KCC) 
tried to bring in the classic credit card 
model into agriculture by providing a 
generalized line of credit to agricuitur- 
ists who had a track record with the 
bank. The interest rates, however, were 
moderate and did not adopt the logic of 
classic credit cards. The good thing 
about KCC was that it factored in some 
element of consumption requirements 
also in deriving the loan limits. How- 
ever, a foray into a risky enterprise of 
agriculture where the known default 
rates are high, with limited risk pre- 
mium in pricing meant that the growth 
of this product would not meet with the 
required enthusiasm that a typical 
product that fetches profits. This prod- 
uct was rolled out more as an obligation 
than as an opportunity. The other con- 
cept was imported from Thailand's 
Bank for Agriculture and Agricultural 
Cooperatives (BAAC)—the concept of 
Joint Liability Groups. This concept 
was not only adopted by BASIX in its 
agricultural loans but also experi- 
mented by Andhra Pradesh Govern- 
ment through its Кућа Mitra’ scheme. 
Both the experiments did not pick-up 
the momentum that would be 
needed for the rest of the country to take 
notice. 


Risk mitigation 

Breaking up of the comprehensive risk 
of fall in yields into smaller measurable 
components was something that ICICI 
Lombard did as an illustration for oth- 
ers to follow. The components had objec- 
tive measurability and could be com- 
pensated witnout much of a moral haz- 
ard. The risk elements that were thus 
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The Importance of SHGs 


E * The major part of the innovation was that 

en the initiative came not from the target- 
за _ driven banking sector, but from an articu- 
.. lated need of the community. — 
• The rules of the game were not ‘given’ but 
. articulated in a participative manner with 
_ the groups. There was no ‘scheme’, 
œ The linkage with the bank was sought 
= and, thus, a fair amount of effort was 
.. Spent in convincing the banks as to why 
.. they had to do this. 

* They concentrated on women. This was a 
... new market segment that was being ad- 
.. dressed, which was not catered to earlier, 

. and helped to tap the ‘slack’ time in the 

_ family to do something productive with 

| i capital infusion. ~ | 
“© They insisted on regularity; this meant that 
-cash had to be found in order to attend a 
. meeting, whether it was for savings or re- 
.. payment of loan. This meant that people 
_ had to find some source of income that 
... generated cash with this regularity, and 
_ With greater circulation of cash within the 
... household, the vulnerability was reduced. 
.* It started with the base of women's sav- 
. ings. For the first time, there was an inter- 
.. ventionin the rural financial markets which 
... was savings-driven and not credit-driven. 





covered included rainfall and tempera- 
ture. What was not covered and could 
have been included are: the risk of ger- 
mination (particularly with the use of 
bought out seeds than saved seeds) and 
other elements that contribute to 
yields. Of course some of the elements 
such as compensation for pests are dif- 
ficult to verify and would cost a lot given 
the farm size and distances. However, 
the most important aspect was that at 
least some elements could be effectively 
and objectively covered. On the price 
risk though the benefits are yet to perco- 
late to the small farmer, the basic back- 
bone of a commodity exchange has been 
established and more and more prod- 
ucts are getting added. If the lot 
and transaction sizes can be rational- 
ized, there could be more action on this 


front. 


Conclusion 
If we take an overview of the major in- 
terventions and innovations that were 


made, there are two stark features that 
strike us. Apart from SHGs, there have 
literally been no interventions in the 
way one can offer savings services to the 
rural areas. Not only are we saying that 
the innovations are not visible, even the 
theoretical opportunity of saving with 
Residuary Non-Banking Finance Com- 
panies (such as Sahara and Peerless) is 
being withdrawn. It is also evident that 
most of the successful, scalable and 
sustainable innovations/interventions 
have come either from the private sector 
or the non-profit sector. Clearly, when 
the State has innovated, it has not 
scaled fast enough. This might have 
some lessons for policy-making in 
terms of who owns the ‘idea’ and who 
facilitates its scaling up. NABARD's 
singular success in these years has been 
in the missionary zeal with which it 
embraced the SHG-Bank Linkage pro- 
gram. 

Before concluding, I should record 
one of the most interesting innovations 
I came across in the field, which was nei- 
ther replicated nor scaled. This was 
thought of by a small SHG in 
Ananthapur District where the women 
collectively decided to take a large en- 
dowment policy for each member of the 
group. The policy involved annual pre- 
mium payments, which were hefty. The 
group decided that 50% of the premium 
would be funded from a common group 
fund and the other 50% would be paid 
by the group, but would be in the form of 
a loan from the individuals. This 
amount is repayable in 12 equal in- 
stallments. So, the individual had a 
self-subsidy of 50% and staggered the 
other 50% over a year. This not only en- 
sured that the women had a life cover, 
had a pot of money at the end of the sav- 
ing period, but also that the group 
would not disintegrate till at least the 
final premium payment was due. Obvi- 
ously, the most robust design principles 
were internalized through common 
sense of some very thoughtful women 
and not thought about on the laptop of a 
development professional or an 
асайетіс. в 
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As agriculture is a risky business, many households are suffering low average income as well as substantial 


fluctuations in their income. However, rainfall insurance is emerging as a significant tool and holds promise for 
monsoon dependent farmers. 


griculture forms the backbone 

of the economy by supporting 

two-thirds of the Indian popula- 
tion and providing employment to 574 
ofthe workforce. Besides, it provides raw 
material to a large number of industries. 
So any change in the sector has a multi- 
plier implication for the economy. How- 
ever till today, crop yield is dependent on 
the whims and fancies of the monsoons. 
Any shortfall or delay in monsoon will 
impact the farming community ad- 
versely. While some in the farming com- 
munity have access to irrigation, the 
quality of monsoon is still an important 
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determining factor. When rainfall is in- 
sufficient and sporadic, the poor rural 
households are the worst hit. Against 
this backdrop, depending on traditional 
methods of coping risk, such as borrow- 
ing from relatives also prove futile. Over 
the years, the lack of proper insurance 
coverage compelled the farming com- 
munity to sell off their productive as- 
sets, forgo medical care and some- 
times even starve themselves or fi- 
nally resort to suicide with fatalist res- 
ignation. Apprehending such helpless- 
ness, most farmers are shying away 
from planting high-yield crops, which 





produce more but are more vulnerable 
to rain shortfalls. 

A Comprehensive Crop Insurance 
Scheme (CCIS) was implemented in the 
country in April 1985. It was offered to 
farmers who got crop loans from finan- 
cial institutions and covered crops such 
as food grains, oilseeds and pulses. How- 
ever, there were a number of debates re- 
garding modifying the scope and content 
of CCIS to include more crops. Also, very 
few farmers are eligible to purchase the 
insurance and often receive payments 
years after their loss. Crop insurance 
has proved to be cumbersome to admin- 


August 2007 | 65 


Agri Business Special 





ister and prone to losses. Going by this, 
private insurers have been reluctant to 
insure individual farmer's crops. 


Minimizing the risk 

The ongoing economic boom in the coun- 
{гу is emphasizing the need for innova- 
tive insurance schemes. Accordingly, 
the innovations in the insurance sector 
have led to the development of rainfall 
insurance. Experts say, “The new 
scheme may dramatieally improve the 
livelihoods of rural poor (both farmers 
and landless laborers) by substantially 
reducing their vulnerability to adverse 
weather conditions.” ICICI Lombard 
pioneered weather insurance to miti- 
gate weather risk in agriculture, rural 
lending and energy. 

Rainfall insurance seeks to address 
the core issues of risk mitigation in an 
economically viable way. With the up- 
shot of the rainfall insurance scheme in 
India, there is a ray of hope of minimiz- 
ing the adverse effects of rainfall on the 
rural economy. The rainfall insurance 
contracts are easier and faster to settle 
than any other crop insurance product. 
Farmers are realizing the benefits of 
weather insurance over crop insurance. 
By ensuring certain assured income to 
the farmers against deficit rainfall or 
drought, rainfall insurance may soon be- 
come a boon for the farming community. 





Important Lessons from the Pilot and Past Index-based Insurance Initiatives 


Farming Insurance: A Comparison 


Traditional Insurance 
Payouts are based on area yields on 
individual crops 


Crop yield is dependent an several parameters 
(seed type used, fertilizer and inputs — 
pests and diseases, etc.) 


Potential for manipulation of the calculations 
is more 


Lack of reliable methodology for estimating 
and reporting crop yields 


Difficulty in timely payment and delay in 
settlement of claims (often up to 12 months) 


Involves significant fixed costs in calculating 
large sample of crop-yield measurements 


Involves payment of high claims or 
premium ratio 





Source: International Task Force, Commodity Risk Management; website: www.itf-commrisk.org 


The ABC of rainfall insurance 

Rainfall insurance insures the farmer's 
income against deficit rainfall that ulti- 
mately impacts the farm output. The 
structure is applicable to the villages or 
the area surrounding a weather station 
within a prescribed radius. The claim is 
settled on the basis of a rainfall index. 
The rainfall insurance divides the crop- 
ping cycle of kharif into three phases 
representing planting, growing and har- 


^» The index must be based on long-term statistical information and credible actuarial models. To 
achieve this, the public sector can develop information sources such as risk maps. 


manipulated farm losses). 





viders) should be provided. 


^» Triggers must be verified independently (this will reduce vulnerability to politica! interference and 


= Тһе payment schedule (what will and will not be covered and the extent of coverage) must be 
clear, quantifiable, and measured by an independent and credible third-party. 


id _ Education programs and technical assistance for stakeholders (both farmers and service pro- 


Private sector involvement must be encouraged from the outset, and any government subsidies 
must be kept to a minimum with a clear directive for complete phasing out. 


гаў, 
Г 
Ir Combining index-based programs with other types of insurance and financial services сап 


improve the effectiveness of the trigger. 
sim 
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vesting stages. The first phase will 
start after the beginning of the monsoon 
rains, specifically after at least 50 mm 
of rainfall is recorded in the month of 
June, considered to be the first month of 
the monsoon. 

The claim is assessed based on 
measurements received from the 
weather station located close to the 
farmer's land for the period of insur- 
ance. The claims are supposed to be 
paid within a month of expiry of the pe- 
riod of insurance. The best advantage to 
the farmers is that even phase-wise 
payouts are possible, wherein the 
claims are paid immediately after the 
lapse of each phase to enable the farmer 
an assured sum. Further, the farmer re- 
ceives the claim amount if there is a 
deficit rainfall according to the rainfall 
index, and with the severity ofthe short- 
fall, the number of units as well as his 
payments increase. The claim varies 
with the area and the number of units o: 
rainfall observed. 

Thus, there is no scope for adverse 
selection as the scheme is based on ac 
tual rainfall and average historica. 
rainfall. Further, the payout is deter 
mined based on the rainfall pattern foi 
a defined period of time and not on th« 
actual loss on the field. The payout deci 
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Hallmark has hit the headlines 
recently by aggressive brand- 
building exercise through media. 
The Company is the brain child of 
its Founder (Late) Shri Chainraj, 
Father of the MD, Mr.Anand Jain, 
who entered the real estate 
business with a vision to fulfill 
the middle class dream of owning 
property in the city of Chennai. 
Thanks to his foresight, the 
Company enjoys à substantial 
quantum of land bank, which it 
plans to develop in а highly 
professional manner to emerge as 
one of the top leaders in the 
market. 


Today, real estate development 
has become as an aggressive 
industry and Hallmark has 
emerged as one of the pioneers. 
The present national requirement 
of dwelling units over a period of 
25 years is estimated to be 140 
million units, with an investment 
in the range of Rs.100,000 Crores 
annually. The retail growth is 
estimated to be in the range of 20 
to 25% per year. The Company 
has a land bank of more than 500 
acres and plans to acquire another 
500 acres in potential locations. 


To achieve its ambitious plans, 
the Company has analyzed the 
current market scenario with the 
guidance of leading market 
consultants who has identified the 
areas of growth. The management 
has formed a Business Advisory 
Committee consisting of top 
professional leaders from 








established industries under 
Mr.H.Suresh Kumar, Chairman of 
Hallmark to evolve strategies 
outlining how the Company will 
achieve its target of market 
positioning in the coming years. 
The focal points of strategy are 
customer and performance. The 
Company has talented 
professionals from the market in 
the areas of construction, 
marketing and finance to achieve 
its growth plan. The company 
plans to employ staff of 500 by 
the year 2015 with various skills 
in line with the business plan. 
The Company has developed 


Manuals and Safety 


Quality 
policies and will get its quality 
accreditation shortly. 


The growth areas identified are 


development of residential 
townships and commercial 
buildings like malls, shopping 


complexes, multiplexes, tech parks 
and service apartments. The 
Company is also in the process of 
associating itself with a housing 
development company from Dubai 


1 HALLMARK INFRASTRUCTU ВЕ - constructing confidence 


HALLMARK 


with a financial strength of US $8 | 
Billion and plans to develop prime | 
lands to cater to the HNI / NRIs. 
The company has 11 projects in | 


hand and will soon launch three | 


projects, two near Mahindra World 
city and one in Maraimalai Nagar. 


The Company has already been 
involved in several corporate 
social responsibility activities to 
create sustainable value and 
community focused outcomes. 
The Company has recently 
established a “Goshala” and ап 
orphanage. Many similar 


initiatives are in the pipeline to 
cater to the under privileged of 
the society. 





Today Hallmark enjoys a high 
degree of credibility in the market 
for its fairness and transparency. 
The Company aims to realize the 
concept of ecological living 
homes for the middle and upper 
class of the Society and is 
committed to recognize the need 
to share skill, knowledge and 
resources to improve the way 
people live and work in a new 
world community. 





K Ramakrishnan 


CEO 
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INTERVIEW 


More public and private investment is needed to expand the network of automati 


weather stations throughout the country. 


How do you perceive the weather-indexed insur- 
ance as an alternative to traditional crop insurance 
in India? 

Mihir R Bhatt: Currently, implementing 
weather-indexed insurance throughout In- 
dia does not seem practicable аз it requires 
a good track of weather data at the micro- 
level spread over many years. Therefore, a 
good strategy would be to first investigate 
how the insurance works around those ar- 
eas where the Indian Meteorological De- 
partment has measuring stations. 
Weather-indexed and traditional crop in- 
surance may be operated side-by-side to analyze merits and 
the shortcomings of both. We should not rush into any com- 
mitment based on marketing but it should be rather based 
on evidence. However, weather-indexed insurance seems 
promising in many cases. 


How is weather insurance different from conventional crop insurance in 
india? 

World Bank: Conventional crop insurance provides coverage 
by assessing losses that have resulted from named peril 
events as specified by the policy. This requires insurance com- 
panies to use loss assessors to determine the magnitude and 
value of losses. India’s primary conventional weather insur- 
ance program is the National Agricultural Insurance Scheme 
(NAIS). It is an area-yield based Multi-Peril Crop Insurance 
(MPCT) scheme administered by the public insurance company 
AIC (Agricultural Insurance Company of India Ltd.) NAIS is 
the largest crop insurance program in the world. 


Joanna Syroka, 


Erin Bryla | 
Pad temperature, or soil moisture) that i: 


Ornsaran Manuamorn 
Commodity 
Risk Management Group, 
World Bank 





Index-based weather insurance prod 
ucts are contingent claims contracts fo 
which payouts are determined by an objec 
tive weather parameter (such as rainfall 


highly correlated with farm-level yields oi 
revenue outcomes. Rainfall can be used a: 
a good proxy for the actual losses incurrec 
by farmers when rainfall patterns at the 
local weather station are similar to the 
farm-level yield patterns. In other areas, 
farm incomes can be indexed to tempera- 
ture indicators for production sensitive to 
heat or frost, such as horticulture. The underlying index used 
for an index insurance product must be correlated with yield 
or revenue outcomes for farms across a large geographic 
area. The properties for a suitable index are that the ran- 
dom variable being measured is: (1) observable and easily 
measured; (2) objective; (3) transparent; (4) independently 
verifiable; (5) able to be reported in a timely manner; and (6) 
stable and sustainable over time with good historical data. 
One of the key disadvantages of index-based insurance is 
the higher probability of basis risk, i.e., the potential mis- 
match between actual losses and payouts. However, basis 
risk is also a consideration for area-yield based programs, 
such as the NAIS, for the individual farmer. In India index- 
based insurance is being offered through a number of private 
companies including MFIs, insurers, NGOs, and has re- 
cently been offered by AICI also. 

Mihir R Bhatt: Payouts in conventional crop insurance are 
based on actual yield losses to risks covered under the 


sions (as to whether payout has to be 
paid or how much needs to be paid), can- 
not be tampered with by the index еоп- 
tract, eliminating the usual тога] haz- 
&rd issues. Since rainfall is the only 
parameter, the claims payment is very 
easy, as it does not require any claims 
validation beyond ensuring that the 
measurement of the index is correct. In 
effect, there is no necessity for submis- 
sion of loss information or claims inti- 
mation by the policvholder. This char- 
acteristic makes weather index insur- 
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ance a perfect product offering an im- 
mediate insurance against drought for 
the farmers. 


An ideal solution for drought? 

Rainfall insurance is an ideal product 
compared to all the earlier schemes to 
safeguard the farmers’ income against 
rainfall deficiency. Under the NAIS 
and crop insurance schemes, payouts 
are made based on measured crop 
yields in designated test plots. How- 
ever, the participation levels have been 


below expectation, witnessing a mere 
9% of the 138 million rural households. 
Despite the heavy subsidies by the gov- 
ernment towards the program, the 
scheme has a low penetration rate. The 
fundamental flaw associated with the 
program is the high premium rates 
charged from the farmers. Even, the 
performance of NAIS is not satisfac- 
tory with high claim-premium ratios, 
low penetration and high subsidy from 
the government. The other problems 
accompanying the programs are lim- 
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Rainfall Insurance 
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scheme. The loss is determined by comparing the yield with 
historical crop yield in the area. The risks covered in India 
are natural fires and lightning, storms, hailstorms, cy- 
clones, floods, landslides, droughts, etc. Accurate crop yield 
data is central to effectiveness. 

Weather insurance, however, uses an index derived from 
the correlation of historical yield data and weather events. 
The correlation demonstrates how the weather variables 
have or have not influenced yield over time. 
Based on the correlation, objective triggers 
(from the weather trend) are set to deter- 
mine when and whether at all there should 
be payouts to farmers. Therefore, weather 
insurance does not require on-farm visits to 
assess the damage. Accurate weather data 
is essential. 


How can weather insurance protect the farmers’ 
overall income rather than the yield of a specific 
crop? 
World Bank: A farmer's income from a spe- 
cific crop is determined by the volume of 
product he sells (yield) and the price at 
which he sells it. Index-based weather in- 
surance only protects clients against yield losses caused by 
adverse weather. Despite the benefits of protecting against 
fluctuations in yield caused by weather events index-based 
products do not provide coverage against price risk which 
can cause extreme variations in farmers' incomes. 
Index-based weather insurance can also provide coverage 
for non crop-related sources of income in addition to crop-re- 
lated ones that are also exposed to weather risks. Generic 
weather insurance products which are not tied to production 
of a specific crop, but to a pattern of weather events (for ex- 
ample, rainfall distribution) in a given geographical area 
could offer a means for farmers to protect some level of 
weather-sensitive income, aiming to reduce his overall in- 
come value-at-risk. In 2005, BASIX and ICICI Lombard 
started the sale of generic rainfall insurance contracts in 35 
rural locations in India. Apart from facilitating the insur- 








Mihir R Bhatt 
Honorary Director, Disaster 
Mitigation Institute, Ahmedabad 


ance program's expansion due to product simplification, 
farmers have responded positively to this product design. 
Mihir R Bhatt: When a trigger has been met or exceeded, 
farmers get payouts as a function of the amount of cover 
purchased, regardless of how much loss they suffered. This 
can motivate farmers to adopt weather-resistant farming 
and take physical measures to minimize losses to extreme 
phenomena such as hailstorms and floods. Therefore, along 
with the elimination of moral hazard for 
insurers, farmers will have a better aver- 
age crop yield with good agricultural prac- 
tices. 


Does increasing climatic varíability and оссиг- 
rence of extreme events hamper the use of cli- 
matic history as a benchmark in weather-indexed 
insurance? 
World Bank: Climate change represents 
an additional degree of uncertainty about 
future risk profiles. This presents à new 
challenge to the insurance industry and is 
a particular concern in the long-term vi- 
ability of nascent (or non-existent) insur- 
ance markets in many developing coun- 
tries. Trends, changes in climatic patterns or the increase in 
frequency of extreme events most affects the cost of index- 
based weather insurance. Because the premium for index- 
based weather insurance is based on the likelihood that a 
specific weather event will occur, the more frequently ad- 
verse weather has occurred in the past (most importantly 
the recent past) the higher the premium. If historical data 
shows that extreme events have occurred frequently, then 
premiums will be high. In addition, if insurance companies 
and reinsurers detect a trend in the weather data that 
shows an increasing frequency of adverse events they will be 
only willing to take the risk at a higher price and, by adjust- 
ing the historical data for such trends, will subsequently 
charge a larger premium. 

However, insurance contracts are typically renewed an- 
nually, which allows (re)insurers to re-adjust their pricing 


ited knowledge among the bankers and 
district administration officials, bur- 
densome administrative costs and 
problems with large geographical 
farming areas. 


A potential tool for farmers? 

Rainfall insurance seeks to address the 
drawbacks of the area-level crop insur- 
ance, while allowing the smallholder 
farmers risk mitigation in an economi- 
cally viable way. The key objective is to 
protect the farmers from the vagaries of 
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weather and to promote sustainable re- 
source allocation. It reduces the need for 
unprofitable farm diversification on the 
part of farmers to mitigate their risk. 
Accordingly, rainfall insurance holds a 
significant promise for rural house- 
holds by insuring them against circum- 
stances of drought-induced harvest fail- 
ure. The weather stations existing 
within reasonable minimum distance 
throughout India, can provide reliable 
rainfall information for that region. 
Since the historical data is on hand at 


IMD, by modeling the data, accurate es- 
timation of payouts to the farmers in a 
timely fashion is possible. Even house- 
holds would benefit amply from stage- 
by-stage payment of insurance payouts. 
Compared to the existing schemes, 
rainfall insurance can be easily under- 
stood by farmers and is also easy to 
implement. 


Inherent challenges remain 
However, the most vulnerable poor 
farmers who would benefit from pro- 
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and risk perspectives for the year ahead. Often these deci- 
sions are driven more by seasonal forecasts, e.g., the view 
that there is a high probability of an ENSO event developing 
in the equatorial Pacific and thus the higher likelihood of a 
drier rainfall season ahead, than climate change per se. Nev- 
ertheless, climatic variability and occurrence of extreme 
events brought about by climate change represent a crucial 
issue for the pricing of commercial insurance products in agri- 
culture and other sectors, and therefore the long-term viabil- 
ity of these businesses. While insurers can still use climatic 
history and sophisticated weather data simulation as a 
benchmark for pricing weather-indexed insurance, moving 
forward there may be increasing need for uncertainty loading 
due to the changing risk profiles, which can potentially render 
insurance unaffordable or inappropriate in the future. 
Mihir В Bhatt: Increase in the frequency of occurrence of 
severe weather phenomena, i.e., departure from historical 
weather trend, will affect the insurers, as policyholders will 
have to be paid more. However, mechanisms may be worked 
out to consider increasing climatic variability if we start 
investing on it now. 


What are the challenges regarding implementation of weather insur- 
ance in India? What are the various ways in which technology will 
ріау a significant role in weather insurance? 

World Bank: Some key challenges in the implementation of 
weather insurance in India are: 

i) More public and private investment is needed to ex- 
pand the network of automatic weather stations throughout 
the country. More geographically dispersed automatic sta- 
tions reduce basis risk (i.e., the mismatch between payout 
triggered by the index and actual losses) and increase the 
speed and accuracy of weather data. To this end, there has 
been investment from the private sector, such as National 
Collateral Management Services Limited (NCMSL), to in- 
stall automatic weather stations throughout India. This pri- 


vate investment to improve weather infrastructure, com- 
bined with the increasing need of the government-owned 
AIC for weather data in underwriting weather insurance, 
might prompt comparable investment in weather stations 
from the public sector. Without a larger network of weather 
stations basis risk will remain significant for the majority 
of farmers in India and limit the outreach of the product. 

п) Farmers’ education regarding the product remains 
relatively low. In order to get greater take up of index-based 
products in India focus need to be on delivering easily under- 
standable products to farmers and providing great educa- 
tion on how the products work. Currently knowledge of in- 
dex-based products is limited and many of the contracts be- 
ing offered are difficult for farmers to discern. Without a 
great understanding of the product farmers will hesitate to 
invest in index-based coverage. 

iii) The government has made a move to revise its sub- 
sidy policy to be more conducive to weather-indexed prod- 
ucts relative to traditional yield insurance products. Until 
recently, the government only subsidized yield insurance, 
which distorts farmers' incentives to purchase weather in- 
surance. With the appropriate policy support from the gov- 
ernment (such as removing subsidy to other products or giv- 
ing equal subsidy to rainfall-indexed insurance), index in- 
struments can become a cheaper and more effective produc- 
tion risk management option for smallholder farmers be- 
cause of low administration costs and lack of moral hazards. 

iv) From the insurance company's perspective, the pri- 
mary insurer-reinsurer relationship must move beyond a 
case-by-case system, whereby the company must receive ap- 
proval from the reinsurance company before underwriting 
each portfolio to a reinsurance treaty system. In the latter 
case, the company is granted automatic capacity to under- 
write weather risk on behalf of the reinsurance company, 
thereby facilitating its expansion of portfolio in the domes- 
tic market. According to ICICI Lombard (as in the end of 


tection against rainfall, have rejected 
the idea because they are uncertain 
about the product. Laek of awareness 
of the associated benefits remains the 
most common barrier for the participa- 
tion, since the product is still nascent 
in India. Experts opine, once the gov- 
ernment decides to link rural loans to 
rainfall insurance in the same way as 
crop insurance, rainfall-linked loans 
may appeal to the farmers. However, 
there is still a possibility that the соп- 
ceptual difference between rainfall :n- 
surance and the existing mode of mi- 
cro-credit may be misunderstood. 
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Further, rainfall insurance also suf- 
fers from basis risk, as the scheme is 
broad-based and not crop-specific, and 
in turn targets general agricultural ac- 
tivities in rural areas. An immediate 
challenge at present is to scale up the 
distribution and ensure fast claims 
settlement. It is important to manage 
expectations and gain confidence of the 
farming community by the rainfall in- 
surance. Assuming that a reliable net- 
work of weather stations is in place in 
different regions around the country, 
this approach is substantially cheaper 
and advantageous, as pay-outs are 


linked to observable weather, rather 
than to expensive, time-consuming as- 
sessment process. Another disadvan- 
tage is that the rainfall measured at 
the local weather station is not per- 
fectly correlated to the rainfall at an in- 
dividual plot. However, as drought is 
cited as the most important risk among 
the households, it insures the farmers’ 
income in semi-arid tropical regions 
against deficient rainfall. 


Future outlook 
ICICI Lombard, along with govern- 
ment sponsored Agriculture Insurance 
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2005), the treaty system is not imminent, however, and the 
reliance on the inflexible case-by-case system still forms a 
major constraint for ICICI Lombard. The same constraint is 
likely to apply tc other private Indian insurance companies. 

Apart from increasing the networks of weather stations, 
other forms of technology, such as remote sensing and agro- 
meteorological modeling, could also be used to supplement 
or compensate the data from ground weather stations for 
the purpose of product design, prieing and claim triggering of 
weather insurance, and should be investigated further. 
Mihir R Bhatt: Offering weather insurance requires a good 
record of historical weather and crop yield data, which is not 
available across India. Without sufficient correlation be- 
tween weather index and crop yield, the product cannot be a 
good risk management tool. Policy-buyers need a lot of infor- 
mation before they decide whether weather-index insurance 
will provide them a good risk coverage. The market is not yet 
well developed in developing countries, and weather-index 
insurance products have considerable start-up costs. More 
importantly, we have to support and build the capacity of 
local organizations of the women farmers, tribal farmers, 
hill farmers and coastal farmers. 

Data that climate stations produce for different param- 
eters, such as temperature, rainfall, and soil moisture, can 
be correlated with erop yield and used to design weather- 
indexed insurance product. Here, technology has an impor- 
tant role to play. Again, we need crop technology that can be 
 &ccessible to all in far off places —technology that is man- 
aged by both, the government and the farmers. 


Given the fact that the distribution of rainfall throughout the season 
matters a lot for the yield, do you think the concept can mitigate the 
impacts of extreme drought on farmers? 

World Bank: A well-designed rainfall index will pick up the 
worst rainfall years in a historical rainfall data series. Such 
ап index can form a reasonable proxy of crop yield losses, 
thus providing a basis for timely insurance payouts in the 


extreme drought years. The payouts provide financial pro- 
tection for farmers from the extreme drought events, helping 
them smooth consumption and avoid negative copy strate- 
gies that trap them in poverty. Several techniques could be 
employed by insurance companies to design a good rainfall 
index that can accurately capture rainfall distribution 
within a given production season. These techniques include 
using dynamic starting date, daily minimum and maximum 
rainfall caps, weighted sum of index values from different 
phases of crop growth, etc. 
Mihir R Bhatt: Rainfall measurement is one of the climate 
parameters that can be well correlated with crop yield. Afte1 
the correlation, when a weather-indexed insurance product 
has been designed, no inspections of individual farms are 
required to pay the farmers. The weather-indexed insur- 
ance, thus, seems to be transparent and easy-to-operate 
and the farmers will receive the amount after the thresholc 
has been reached or exceeded for a growing season. The га: 
pidity that weather-indexed insurance provides can encour: 
age farmers to buy the policy and help mitigate the impacts 
of drought on them. Similarly, we need to know more how 
weather-indexed insurance deals with a range of floods. 
Weather-indexed insurance is a new and delicate ap: 
proach and requires research before it is widely imple 
mented in countries like India. Nevertheless, the арргоас! 
seems to eliminate moral hazards and once a correlatior 
between climate parameters and crop yield has been es 
tablished, paying farmers is straightforward and does not 
require farm inspection. This lowers administrative costs 
However, imperfect correlation between climate param 
eters and crop yield may not cover farmers’ losses properly 
Further, the more active, vibrant, informed and respon 
sible a farmers’ organization is, the more effectiv: 
weather-indexed insurance is. Market-driven or top-dow1 
weather-indexed insurance may not serve the interest o 
the worst affected. Regular autonomous evaluations art 
required. 


Company of India Limited (AIC), is in 
the process to enhance rainfall insur- 
ance by adding new features recom- 
mended by the farmers. The farmers 
feel that the crop-specific rainfall in- 
surance policies are far better than the 
area-specific generie rainfall insurance 
products. A significant recommenda- 
tion is to make insurance payouts im- 
mediately after each of the three 
phases of the growing season rather 
than in November. 

Weather insurance in the US, 
Canada, the UK and other western 
countries has found application 
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across diverse industries such as agri- 
culture, food processing, energy, lei- 
sure and reinsurance. Insurers are be- 
ginning to look beyond the agricul- 
tural markets as well. Gujarat Heavy 
Chemicals Ltd. (GHCL) bought insur- 
ance to protect its salt production 
from adverse rainfall. They have also 
started targeting agricultural ma- 
chinery firms, power companies, avia- 
tion companies, industrial chemical 
manufacturers, brick manufacturers 
and rural banks. Main advantage 
with the program is that it does not 
cause any moral hazard or adverse se- 


lection and can be implemented мії! 
a relatively less administrative an« 
overhead costs. 

Rainfall insurance is the need o 
the hour to revive the sector, as the 
country is blessed with diversifiec 
rainfall distribution area. With bette: 
marketing and a few modifications t 
the policies, it may be possible to ge 
more subsistence-level farmers to em 
brace rainfall insurance.s 


— N Janardhan Rao and V Ratn 
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Food Safety 


What Needs to be Done? 





For long-held concerns such as pesticide residues, there has been a 


tightening of standards in many countries. 


— Swaroop Kher 


International Master in Rural Development, Institute of Agricultural Economics 
and Social Sciences, Humboldt University of Berlin. 


— Harald Grethe 


Assistant Professor Institute of Agricultural Economics and Social Sciences, 


Humboldt University of Berlin. 





ith the increasing awareness 
about food safety, nutri- 
tional security, environmen- 


tal quality and animal welfare, the 
prevalence of strict quality standards 
on imported goods is increasing world- 
wide, especially in developed coun- 
tries. ‘Certification’ has become a 
buzzword and different certification 
systems have come up covering a vari- 
ety of aspects related to human life 
and ecosystem protection. There have 
been immense changes over time in the 
evolution of different certification sys- 
tems and private industry standards, 
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and certification bodies have become 
more relevant worldwide. The purpose 
of certification is often a matter of de- 
bate, and certification is often per- 
ceived as a barrier for exports from de- 
veloping countries. This is because of 
the compliance costs involved and the 
stringencies of quality norms pre- 
scribed by different certification sys- 
tems as developing countries have of- 
ten been found to lag behind in terms of 
the necessary infrastructural facili- 
ties. However, there is no alternative 
as such, as quality certification for ex- 
port is becoming quasi-mandatory at 





global level due to increasing demand 
for food quality by consumers. 


Why the concern for food safety? 
Food safety refers to the potential haz- 
ards associated with food that can 
cause ill-health in humans. Some of 
these hazards such as presence of afla- 
toxins in groundnut are naturally occur- 
ring while others such as occurrence of 
pesticide residues in food exemplify 
contamination. 

Following a series of highly publi- 
cized food scares or scandals (bovine 
spongiform encephalopathy, or BSE, in 
beef in the United Kingdom, coli in 
hamburgers in the US, and dioxins in 
animal feed in Belgium) consciousness 
for the need of food safety control has 
risen globally. In response, there have 
been significant institutional changes 
in food safety oversight and reform of 
laws and regulations. For long-held con- 
cerns, such as pesticide residues, there 
has been a tightening of standards in 
many countries. New standards are be- 
ing applied to address previously un- 
known or unregulated hazards, such as 
BSE, genetically modified organisms, 
and environmental contaminants. 


Standards and quality control 
Standards themselves can be defined 
as “a technical specification or set of 
specifications related to characteristics 
of a product or its manufacturing pro- 
cess.” Quality control and quality man- 
agement have been in use for long. Sta- 
tistical quality control and quality 
management systems are being used to 
guarantee a high quality level in almost 
every industrial production process. In 
recent years, another tool for quality as- 
surance has come to the fore: certifica- 
tion systems. 

During the 1990s, the ISO 9000 
(third party audit) was introduced 
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Important Private Food Quality Standards in Global Trade 


Good Agricultural Practices (GAP) 
Most relevant standards at the stage of pri- 
mary production require best practices in ag- 
ricultura! production in order to ensure a high 
quality and safety of the final product. They 
offer more or less complex guidelines mainly 
to reduce risks associated with the use of pes- 
ticides, taking into account the public and 
occupational health as well as enviroamental 
and safety considerations. 

Euro-Retailer Produce Working Group Good 

Agricultural Practices (EUREPGAP) 

= Global scheme for GAP applying to 
whole production process was devel- 
oped in 1997 by the Euro-Retaiier Pro- 
duce Working Group (EUREP). 

m  Theobjective of the standard is to guar- 
antee food safety protect the environ- 
ment, enhance occupational nealth, 
safety and welfare and protect animal 
welfare. 

m _Itcovers traceability, record keeping, va- 
rietias, site history and management, soil 
management, substrates and fertilizers, 
irrigation, crop protection, harvesting, 
produce handling, waste and pollution 
management, worker health, safety and 
welfare, and further environmental is- 
sues. 

= Considerable investment is required in 
farm infrastructure, construction ef stor- 
age facilities, changes in farm manage- 
ment systems. 

m  Thescheme is presently gaining signifi- 
cant importance across countries in the 
world. 


British Retail Consortium (BRC) 

m  ltisaleadtrade association representing 
the whole range of retailers, fram the 
large multiples and department stores 


with the objective of establishing one 
general standard for all industrial 
sectors. However, this certification 
did not meet the requirements of all 
industries, and sector-specific certifi- 
cation and audit schemes continued to 
evolve. Further complicating the pic- 
ture, public agencies and private 
stakeholders have begun to use certi- 
fication systems in service of their 
own interests (e.g., organic farming or 
fair-trade). 
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through to independents, selling a wide 
selection of products through center of 
town, out of town, rural and virtual 
stores. 

m A Policy Action Group (PAG) heads 
each major policy area and there are vari- 
ous working groups, dealing with more 
specific issues e.g., Environment РАС, 
Food PAG, and Retail Crime PAG. 

m [he activities campaigning to promote 
and defend retailers’ interests; and advis- 
ing retailers of threats and opportunities 
to their business. 

m BRC lays down specific requirements 
for food safety management systems in 
factories and packhouses where the 
product is packed for the final con- 
sumer. HACCP principles are encom- 
passed in the standard to assure quality 
of packed food products and also 
specifications are laid down on the type 
of packaging, packaging material etc. 


Hazard analysis and critical control point 

Itis a science-based system designed to pre- 

vent, reduce or eliminate hazards in food 

products through apprapriate controls during 

production and processing (US FDA, 2006). 

The system was developed by Food and Drug 

Administration of the US. 

Key components of the system include: 

w Identifying potential problems that could 
cause food to be unsafe to eat; 

m Establishing and monitoring targeted 
control points to minimize such prob- 
lems; 

m Documenting the results; and 

m Measures developed as the conse- 
quence of havocking outbreaks of food 
poisoning especially observed with fruit 
juices, seafoods and canned products. 


The World Trade Organization it- 
self does not act as a standard-setting 
organization; there are two agree- 
ments of the WTO that govern stan- 
dards in international trade. The 
agreement on Technical Barriers to 
Trade (ТВТ) and the agreement on the 
Application of Sanitary and 
Phytosanitary Measures (SPS) con- 
tain rules on the application of stan- 
dards in international trade and es- 
tablish the standards by providing ex- 


Examples of negative impacts on developing 

countries: 

m Change in EU standard on maximum 
aflatoxin levels is found to result in re- 
duced exports of cereals, dried fruits 
and nuts from nine African countries by 
64% (about $670 mn). 

m |п India, Eurepgap certification costs 
$1,700 per farmer while in Thailand it 
needs around $3,248 for setting 
Eurepgap system for asparagus farm 
and around $8,000 for a British Retail 
Consortium System certificatin (BRC) 
and Hazard Analysis and Critical Control 
Points (HACCP) system. These costs 
are high for small scale producers ex- 
cluding them from participation in glo- 
bal chain. 

m The August-December 1997 EU ban of 
shrimp imports from Bangladesh is esti- 
mated to have led to a loss of $14.6 mn 
for Bangladesh. 


Examples of positive implications: 

m Indian spice industry has invested 
around $14.5 mn in quality assurance 
management systems, which has in- 
creased the competitiveness of the $ес- 
tor. 

m Leading vegetable-exporting compa- 
nies of Kenya have upgraded and ex- 
panded their facilities, improved light- 
ing and water sanitation systems, ad- 
vanced cold treatment and storage 
systems, facilities for worker hygiene 
and HACCP, and advanced quality 
management systems. In parallel to 
these investments, the value and vol- 
ume of Kenya's exports of fresh veg- 
etables increased fivefold from 1991 to 
2003 (World Bank, 2005). 


clusive reference to the Cod 
Alimentarius Commission (CAC), t 
International Plant Protection Cc 
vention (IPPC) and International ( 
fice of Epizootics (OIE) as internatic 
ally recognized standards and as refi 
ence points for national legislati 
(WTO 1994a, WTO 1994b). Prive 
standards, however, do not fall unc 
the responsibility of the WTO systen 
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green revolution. 


Е м 


The increasing role of India Inc. in agriculture is ushering in another kind of 


Enn pc Jc! CODO 


Agriculture growth cannot double 
without the involvement of the corporate 
sector, which. has the capacity in market- 
ing, supporting diversified agriculture 
базе and bringing in modern technologies. 


—Montek Singh Ahluwalia 
Deputy Chairman, 
Planning Commission. 


he economy is growing at a 

record pace of over 9% backed by 

manufacturing and services, 
which are growing in double digits. It is 
definitely a cheerful time for the policy- 
makers. However, the dismal state of 
the agricultural sector calls for immedi- 
ate action. Though a key sector behind 
the country’s economic growth, ircni- 
cally, it is not growing. Its contribution 
to GDP has dropped from 38% in 1975 
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to 19% today. The manufacturing sector 
is growing at 10-12%, whereas agricul- 
ture is growing at a mere 1.8%, and it is 
not in a position to produce enough food 
to feed the billion plus population. 
Against the required 210 million tons of 
food grain, the sector is producing only 
200 million tons which has resulted in 
import of food grains again. The talk of 
self-sufficiency in food grains is increas- 
ingly being shown up as a myth, and the 
sector is labeled as having uncertain 
livelihood and crippling debt amidst ex- 
ploitative middlemen and unremunera- 
tive prices. Agricultural output has 
been falling short of demand going by 
the unviability of small holdings and 
lack of international competitiveness of 
its produce. Overall, it is witnessing one 
of the worst decades since the mid- 
1990s. 








Reasons behind sluggish growth 
Over the years, there have been no 
breakthroughs in either seed technol- 
ogy investment or farm yields. More- 
over, the cultivable land for food grains 
has remained stagnant at 120 million 
hectares. There is no improvement of 
this land either in profitability or size 
of land holdings. Water crisis is at its 
peak, and even today the sector is 
heavily dependent on monsoons. 
Against this backdrop, almost 40% of 
Indian farmers have lost faith in their 
profession. If the government is not go- 
ing to initiate rapid remedial mea- 
sures, the sector is sure to collapse. 

Reviving the sector is the need of 
the hour as 40% of the world’s poor live 
in India, including one-third of the 
world’s malnourished children. A re- 
port by the United Nations General 
Assembly entitled “The Extent of 
Chronic Hunger and Malnutrition in 
India” declared that hunger and mal- 
nutrition are bigger problems in India 
now than during the 1990s. The report 
further says, “As India’s economy has 
taken off, the gap between those who 
have enough to eat and those who don’t 
has widened. And while India claims 
self-sufficiency in food grains—even 
exporting them—it has failed to make 
food available to all its needy citizens. 
This year, for the first time in decades, 
India was forced to import food grains 
in order to meet its targets for basic 
food reserves.” 

On the other hand, the government 
has set an ambitious target of boosting 
annual GDP growth to an impressive 
10%. However, there is no way of achiev- 
ing this target without pushing the pri- 
mary sector from the present sluggish 
annual growth rate to at least 4%. Ex- 
perts say that achieving this growth 
rate is critical not only to cut down pov- 
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erty but also to maintain social stabil- 
ity. It makes great political as well as 
economic sense to concentrate on and 
boost growth in agriculture. Going by 
little funds to invest, the government is 
counting on private investment from 
large corporations to modernize Indian 
agriculture. These include: shifting the 
focus from grains to fruits and veg- 
etables; building a cold chain for fresh 
produce and processed foods, consoli- 
dating small holdings and streamlining 
agricultural production. 


Another round of green revolution 
The next phase of agricultural develop- 
ment has been evocatively called the 
Second Green Revolution. This will play 
a pivotal role in the sustainable growth 
of the sector and profitability is one of 
the most important elements to achieve 
this growth. The prevailing circum- 
stances have forced reorganization of 
the agricultural production system in 
the form of corporate sector interven- 
tion. By involving corporates, the sector 
can witness modern technology in pro- 
duction, post-harvest processing, trans- 
portation, widening market at domestic 
and export level, smooth capital inflows 
and more importantly assured market 
for crop production (especially commer- 
cial crops). Ahluwalia suggests that 
State Governments need to include the 
corporate sector in their strategies on 
agriculture growth, especially in areas 
such as contract farming, marketing, 
and logistics and input supply. 

Experts argue that "large-scale cor- 
porate agriculture is more effective 
than the present system of peasant 
farming. It leads to greater efficiency, 
higher private investment and higher 
output, income and exports. The radi- 
cally changing scenario in the agricul- 
ture sector after the liberalization of 
the economy has brought about greater 
market focus in the whole gamut of agri- 
cultural activities." To realize these 
benefits fully, there is a need for a 
change in the mindset of the farmers, 
policy-makers and intermediaries in 
the agricultural process and all other 
stakeholders for ushering in the ‘Second 
Green Revolution’. 
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In order to facilitate value addition 
at the farmer's level and facilitate final 
processing at the industry level, the 
corporates are toying with the middle- 
men to deal with the farmers directly. 
As a result, several companies from the 
Reliance Group (Mukesh Ambani's), 
Mahindra, Godrej and even MNCs like 
PepsiCo are drawing up ambitious 
plans for increased access of farm 
groups in India to overseas markets. 
Multinational giants such as Metro, 
Cargill Foods, and Wal-Mart have also 
shown a keen interest in agriculture to 
woo the Indian farmers. 

Reliance is planning to move into 
the farming sector in a big way. In addi- 
tion, banks are also lending to self-help 
groups, which can enter into contracts 
with companies. The biggest rural ini- 
tiative which can show the power of IT to 
serve the rural communities is ITC's 
e-Choupal model. By eliminating 
middlemen, e-Choupals can offer farm- 
ers a higher price than mandis, yet lower 
ITC's procurement costs. Till date, 
38,000 villages in nine states have been 
connected through 6,500 e-Choupals 
empowering 3.5 million farmers. Fur- 
ther, ITC is planning to set up 2,000 
Choupal Sagar hypermarkets for rural 
India by 2008-09. The new venture, 
Choupal Sagar, will sell branded prod- 
ucts, seeds, fertilizers and agricultural 
equipments. ITC's e-Choupal idea 
helps the farmers to have access to the 
Internet and provides information on 
prices, weather and scientific farming 
practices, and helps them to be gener- 


Table: Corporate Ventures into 





Rural Hypermarkets 
Major Trends 





In Pipeline (Retail and backward integration) Reliance, Bharti, 
Adani, Pantaloon etc. 


Source: Chambal Fertiliser and Chemicals Ltd., New Delhi. 


ally aware of ‘what could be’! The next 
dream of Air Deccan's Capt. Gopinath, 
to begin low-cost cargo operations for 
export promotion of agricultural pro- 
duce, is indeed a commendable initia- 
tive. So far, India does not have any 
cargo aircraft, and shortage of air cargo 
capacity has hindered export of agricul- 
tural produce. 


A panacea for agri ills? 

Agriculture is increasingly seen as a 
risky proposition where there are no 
guaranteed returns. However, the sce- 
nario is changing today. The corporates 
are assured of a dedicated supplier 
base, timely availability of raw materi- 
als, both in quality and quantity at a 
much lower price than the prevailing 
market pricing. Ideally, both the buyers 
and producers may benefit from the cor- 
porate farming resulting in a win-win 
situation. Supply chain management in 
agriculture is a serious challenge. Cor- 
porate farming reduces the problems 
related to logistics and supply chain 
and reduces the procurement cost by 
breaking the stranglehold of middle- 
men. Corporates can play a large role in 
research, IPR issues and coordinate 
with research institutes to improve ru- 
ral services. They can also play the role 
of marketing agencies to export agricul- 
tural products. Corporates can develop 
the food processing industry so that 
farmers can get remunerative prices 
through value-added products and also 
encourage organic farming. 

The orange belt of Nagpur and 
Amravati districts faced severe crop 
crisis. Increasing pest attacks and 
huge depletion in the groundwater 
table caused the farmers to dump or- 
anges for other crops. With players like 
Reliance offering an assured market 
and good price, the orange crop could 
get a fresh lease of life. Another good 
example is Mahyco Monsanto Biotech, 
which helped the farmers who had 
planted BT cotton in 2006 to earn an 
additional Rs. 7,026.5 cr on around 8.6 
million acres planted with the seeds. 
This was a 335% rise over the Rs. 
2.100 cr that the same acreage gener- 
ated in 2005. 
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The success depends on the type of crop as well as the level of trust between the farmers 
on the one hand and the company on the other. 


How do you perceive contract farming and corpo- 
rate farming? 

Contract farming is a device where an agri- 
culture processing or trading firrn makes a 
formal or informal contract with the farmers 
to purchase a specified quantity of a crop for 
a given set of quality parameters on a prede- 
termined price. On the other hand. cerporate 
farming denotes large-scale farming by a cor- 
porate firm either on its own land or leased- 
in land. It is also referred to as captive farm- 
ing by an agri-processing firm to meet its 
own raw material requirement. 


The small and marginal farmers dominate the land- 
holdings in India. Do you think contract farming will 
be beneficial in the Indian context? 

Given the structure of Indian agriculture, I think that contract 
farming is best suited to small and marginal farmers in the 
Indian context. Contract farming provides both forward and 
baekward linkages to farmers, thereby taking care of price 
and market and input risks associated with farming, except 
production risk. Transfer of new technology by a company to 
small and marginal farmers is another advantage in contract 
farming. 


How successful has India been in the diversification of agriculture and 
contract farming? Given the experiences in Punjab and Andhra Pradesh, 
do you feel corporate farming will protect the interests of the farmers? 
There are successful examples of contract farming in various 
states in our country. However, the success depends on the 
type of crop as well as the level of trust between the farmers, 
on the one hand and the company on the other. There are cases 
where a contract has not been honored either by the farmers 
or the company. It has been reported that when the market 
price of the contracted crop rises above the contract price, 
farmers divert their produce to the open market instead of 
meeting their contractual obligations. 

On the other hand, voices are raised when the company 
dces not procure the crop from the farmers. The reasons may 





Prof. Sanjeev Kapoor 
Agriculture Management 
Indian Institute of Management 
Lucknow 


be various, but the fact is that if the mutu: 
trust between two parties is broken, it take 
time to re-establish the same. The comp: 
nies have devised innovative strategies t 
determine the prices. Instead of a predetei 
mined price, the contract can involve pricin 
based on market price, paying the bonus а! 
ter the harvesting period, and non-price ir 
centives to farmers for supplying the crop t 
the company as per the contract. Simulta 
neously, there is a need to promote loca 
level farmers' organizations or association 
which can negotiate with the company 1 
case of any breach of contract from th 
company's side. 





With the corporatization of agriculture, are we likely to witness the soi 
of changes witnessed in the developed countries, such as the US c 
Europe. What lessons can India learn from the developed countries? 
Many agro-processing firms in other developed countries an 
taking the help of farmers' associations not only for conflic 
resolutions but also to distribute the inputs to individua 
farmers as a strategy to reduce the transaction cost. 


What are the reforms to be initiated by the government to make corpo 
rate farming successful and beneficial to farmers? 

In India too, there is a need for developing a conducive envi 
ronment for promoting contract farming. The partnershi] 
approach between industry and the farmers is required « 
that a win-win situation for both the groups can be arrivec 
at. The government has to play a regulatory role so that Бо 
the parties get appropriate returns from the contract. Mor« 
than the legal requirements, it is the faith between corpo 
rate houses and the farmers which matters a lot for the suc 
cess of contract farming in India. The company, which i: 
making a huge investment in the processing plant, саппо! 
take the liberty of exploiting the farmers as its financial 
stake is very high. It has to have a long-term perspective 
where both the farmers and the company cannot survive 
without each other. 


Conducive environment 

The government's proposal to grant 5 to 
10-угаг tax holidays in semi-arid and 
ar:d regions of the country is an idea to 
attract private sector investments in 
the farming sector. Besides, it has pro- 
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vided legal support by upgrading the 
laws on agricultural marketing. Ad- 
equate provisions in the Agriculture 
Produce Marketing Committee 
(АРМС) Acts are ensured to allow com- 
panies to buy produce at a predeter- 


mined price from the farmers. It is nec- 
essary to amend outdated laws which 
are restricting the entry of corporates in 
agriculture. Also corporates may take 
short leases of 10 to 15 years from farm- 
ers to set up model farms. As a part of 
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the compensation package, permitting 
the formation of land-share companies 
is a novel idea. The move is commend- 
able where farmers, in a tie-up with 
corporates, are made partners (share- 
holders) of the company in proportion to 
the land they own. The shares will be 
transferable among farmers, but can- 
not be traded among non-farmers to 
avoid corporate takeovers. The govern- 
ment predicts that the private sector 
would invest about Rs. 12,230 cr in agri- 
cultural marketing, which includes set- 
ting up warehouses and providing insti- 
tutional credit to farmers. 


Challenges 

The corporate buyers can select areas 
suitable for the crops they are inter- 
ested in and organize farmers to pro- 
duce the crops under contract, while pro- 
viding planting material of the right 
quality as well as technical supervision. 
Experts say, “The process enables the 
farmer to eliminate marketing risk 
while allowing the corporate buyer to 
ensure quality supplies by selecting 
planting material and providing access 
to scientific advice on disease and other 
types of stress." More importantly, a 
healthy mutual trust between the 
grower and the buyer is the need of the 
hour. Further, corporates have to ensure 
that farmers are using specialized 
equipment and have to educate them on 
the need to adhere to the specific qual- 
ity which they need. It is also debated 


that the country's food security may be 
affected as the crops required by the 
food-processing industry will be explic- 
itly produced. This may result in a 
shift from producing the staple crops to 
cash crops, and affect the health of the 
soil. 


Country's experience 

In developed countries, the number of 
people engaged in agriculture may be 
small compared to India, but their con- 
tribution is very significant. Corporate 
farming has gained political patronage 
in developed countries since big land 
holdings are found in each farmer's pos- 
session. In India, where nearly 85-90% 
of the 110 million farming families 
somehow eke out a living from less than 
2 hectares of land holdings, how can 
corporatization take place? 

Sukhpal Singh, Professor, IIM 
Ahmedabad says, “Success of the peas- 
ant farming system in Punjab and 
East-Asia has proven that it is more 
competitive than the corporate/contract 
farming system." The corporate farm- 
ing in Iran failed, since most of the firms 
were given large chunks of land for culti- 
vation. Large corporate farms in the 
UK, Venezuela, Ghana, Brazil and 
Philippines also failed. The most im- 
portant reasons for the failure was the 
displacement of large numbers of peas- 
ant farmers. However, there are many 
success stories where the firms worked 
with local farmers. Even in the US cor- 


Companies that have Ventured into Contract Farming 


MCCAIN 

DSCL 

Escorts 

Mahindra Shubhlabh 
Airtel-Bharti 

(Field Fresh) 

Godrej 
Chambal-FPU 


Chambal Agritech Ltd. 
Source: Chambal Fertiliser and Chemicals Ltd., New Delhi. 
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porate penetration of agriculture is very 
prominent. 

While corporate farming was doing 
well in developed countries, the agricul- 
ture cooperatives were also successful 
in countries such as the US and Europe. 
Market estimates quote that the agri- 
cultural cooperatives in Denmark, 
France, Ireland, Austria and Sweden 
contribute to a market share in grain 
trade to the tune of 60-75%. In India, 
however, the significance of coopera- 
tives is underplayed, with growing cor- 
porate interests and increased commer- 
cialism in agriculture. To make coop- 
eratives a success and to accelerate the 
capital inflow, a policy shift in favor of 
cooperatives and support from various 
sections such as public institutions and 
government are mandatory. 


Outlook 

Agriculture is a big business in the de- 
veloped world, involving huge value cre- 
ation before the products reach the final 
consumer. The corporates can play a key 
role in the diversification of agriculture. 
Market estimates say an investment of 
Rs. 70,000 cr is needed to boost Indian 
agriculture. One way of doing this is to 
encourage vigorous bargaining coopera- 
tives or other agricultural producer or- 
ganizations that can negotiate equi- 
table contracts. The flagging agricul- 
tural sector may not completely see the 
light through corporate farming. How- 
ever, agriculture will witness a reform 
when farmers are equipped with the in- 
ternational best practices and the re- 
sources at their command. If the pur- 
chasing power of the rural areas comes 
on par with urban India, it would lead to 
a substantial increase in demand for 
goods and services which would, in turn, 
lead to full employment generation. So, 
corporate farming offers one possible 
answer to convert India’s price advan- 
tage into competitive advantage. Suc- 
cess lies in combining the competitive- 
ness of both the farmers and the 
corporates for initiating the second 
green revolution in India.s 


– N Janardhan Rao and V Ratna 
Reference # 01M-2007-08-14-01 


| August 2007 | 81 


Ш CORPORATE SOCIAL RESPONSIBILITY 





HIV/AIDS 


Corporate Immune 
Deficiency Syndrome? 


HIV/AIDS is as much a threat to businesses as it is to individual life, family 
and society. It is high time the Indian corporate world became aware of this 
and joined forces to fight this epidemic. 





or a country that was expected to 

emerge as the HIV/AIDS capi- 

tal of the world sooner or later, 
the announcement made by the Union 
Health Minister on July 6, 2007 that 
the number of people infected with HIV/ 
AIDS in India is not as alarming as it 
was projected to be must come as a 
heartening news. The revised figure of 
people infected with HIV/AIDS. сот- 
pied by the National AIDS Cortrol 
Organization (NACO) and sup- | 
ported by the UNAIDS and the 
World Health Organization 
(WHO), indicate that the na- £ 
tional adult HIV preva- а 
lence is approximately ДЖ 
0.36%, which corre- 
sponds to an estimated 
2.1 million people in- 
fected with HIV. This 
is down from the ear- 
her estimate of 0.9% or 
roughly 5.2 million 
people living with HIV. 


Government's 
initiatives 

The Government of India 
established a National HIV/ 
AIDS Program in 1986, when 
the first HIV case was detected 
n the country, and a high-powered 
National AIDS Committee was con- 
stituted in the same year. The Na- 
tional AIDS Control program was 
launched in 1987 with the objective of 
checking the spread of HIV infection 
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in the country and coordinating the ef- 
forts of the Central, State and Union 
Territory governments in the fight 
against HIV/AIDS. The NACO and the 
State AIDS Control Societies ( SACS), 
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set up subsequently, have been imple- 
menting the program throughout the 
country since 1992. 


The devil is in numbers 
However, much needs to be done still 
and it cannot be done by the govern- 
ments alone. For, India holds the sec- 
ond largest absolute number of HIV in- 
fections in the world, following South 
Africa, and accounts for about 10% of 
the global HIV prevalence. While the 
overall national prevalence of the epi- 
demic is low, eight states— Manipur, 
Nagaland, Andhra Pradesh, Tamil 
Nadu, Karnataka, Maharashtra, Goa 
and Gujarat—have reported a high 
prevalence. The prevalence rate 
À is more than 1% in 104 dis- 
Ñ tricts and 3% in 14 districts, 
к EN with Dharwad district of 
Karnataka accounting 
for the highest preva- 
lence rate of over 6%. 
While sexual trans- 
mission accounts for 
85% of the ШУ infec- 
tions in the country, 
the other routes of 
jj transmission, such as 
M blood transfusion, 
mother-to-child-trans- 
mission and injecting 
drug use, account for the 
remaining 15%. Accord- 
ing to an estimate, out of 
the 2.1 million people living 
with НТУ, about 32% are in the 
age group of 15-29 and 57% are in 
the age group of 30-49. 


Business is not immune 
These figures should make India's 
corporate sector sit up and take its 
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Corporate Social Responsibility (CSR) 
a lot more seriously. For, AIDS is no 
longer just an epidemic; it has become a 
workplace issue. The fact that 89% of 
the HIV/AIDS-infected belong to the 
most productive age group of the popu- 
lation, i.e., 15-49, is an alarming devel- 
opment for the society in general and 
the businesses in particular—a devel- 
opment that is bound to affect the busi- 
nesses and the economy of the nation in 
the long run. 

The spread of HIV/AIDS among the 
workforce and future labor supply has 
serious implications for the corporate 
world. The impact may range from ab- 
senteeism and dropouts to high turn- 
over and reduced productivity. For ex- 
ample, a good number of HIV-infected 
in India are truckers, an important cog 
in the wheel of business supply chains. 

In the long run, the prevalence of the 
epidemic depletes the human re- 
sources, intellectual capital and all pro- 
ductive sectors, increases the cost of 
medical care, and thus stretches the so- 
cial protection schemes. The business 
houses may find it difficult to operate 
effectively in such a vitiated atmo- 
sphere, and this in turn will lead to the 
drying up of foreign direct investment. 
As the rates of morbidity and mortality 
increase, the business environment, 
which includes markets, investment, 
production, services and education, gets 
further exposed to the virulence of the 
epidemic. This, in effect, gradually 
gnaws away at the immunity and sta- 
bility of the national economy. 

According to Hadi S Topobroto, 
Chairman, National Business Alliance 
on HIV/AIDS, Indonesia, a country with 
1596 of HIV/AIDS infected people would 
suffer а 1% decrease in GDP every year. 


Workplace worries 

At the micro level, AIDS affects the 
work culture of an organization. HIV- 
infection of employees at the organiza- 
tional level translates into loss of 
skilled workforce, diminution of institu- 
tional knowledge, workplace conflicts, 
discrimination against and stigmatiza- 
tion of the victims. Issues such as rising 
absenteeism, forced retirement, in- 
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creased staff turnover, higher costs re- 
lated to the hiring and training of new 
employees, and higher health and life 
insurance expenditure strike at the pro- 
ductivity and profitability of an indi- 
vidual company. Precisely why the pri- 
vate sector should increasingly involve 
itself in the fight against HIV/AIDS. 

As Sir Skyes, Chairman of the Glo- 
bal Business Council on HIV/AIDS 
puts it, "Without question, businesses 
must respond for its own good, and what 
is good for them is invariably good for 
the community. In many countries 
across the world, the epidemic is affect- 
ing the workforce, markets and the over- 
all business climate." 


Ignorance is not bliss 

How prepared are the Indian compa- 
nies to take this threat head-on? If the 
findings of the study, *Business and 


| 


HIV/AIDS: А Healthier Partnership", 
based on the responses of over 10,000 
business executives drawn from 2,221 
companies (including 42 Indian busi- 
ness houses) in 117 countries, are any- 
thing to go by, their battle-preparedness 
leaves much to be desired. According to 
the study, only 7% of Indian companies 
expect HIV/AIDS to have any serious 
impact on their operations, while 1896 
expect some impact and 804» do not 
think that the epidemic will have any 
impact on their businesses. Surprisingly 
worldwide, 46% of business executives 
think that their operations would be im- 
pacted by the epidemic. The study also 
says that 5296 of the Indian corporate 
houses do not have a specific HIV/AIDS 
policy and 7446 have no anti-discrimina- 
tion policy to address the issue of dis- 
crimination in promotion, pay or ben- 
efits based on an employee's HIV status. 

This only goes to show that a major- 
ity of the business houses in India not 


The fact that 89% of the HIV/AIDS-infected 
belong to the most productive age group of the 
population, i.e., 15-49, is an alarming develop- 
ment for the businesses. 


only underestimate the threat posed by 
HIV/AIDS, but also are least prepared 
to take up a leadership role in the re- 
sponse to the scourge. 

However, not all Indian corporate 
houses have disowned their social re- 
sponsibility with regard to fighting the 
AIDS menace. Corporate houses such as 
Ballarpur Industries Ltd., ACC Ltd., 
TATA Steel, and Apollo Tyres have been 
contributing their mite to immunize the 
people in general and their workforce in 
particular against the HIV threat. 


Ballarpur: Committing to paper 

Acknowledging that “the HIV/AIDS 
epidemic is a global crisis and consti- 
tutes one of the most formidable chal- 
lenges to development and social 
progress”, Ballarpur Industries Ltd. 
has launched a program to combat HIV/ 
AIDS in all its six manufacturing units 


| 


across four states in India. The project, 
funded partially by the International 
Finance Corporation and technically 
supported by the International Labor 
Organization, NACO and SACS, aims 
to reach out to 15,000 employees across 
the spectrum, from management to ca- 
sual and contractual workers, their 
families and about 10,000 truck drivers 
and cleaners. The project involves em- 
ployee volunteers from all cadres who 
don the role of peer educators and facili- 
tators to disseminate the information 
to their peers. The strategies used in 
the project include behavior change 
communication, diagnosis and treat- 
ment for sexually-transmitted diseases 
for employees and truck drivers, con- 
dom promotion, counseling and referral 
services, and networking and advocacy 
with government and NGOs. The com- 
pany has committed itself to conducting 
periodic awareness and training pro- 
grams, voluntary counseling and test 
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:ng to employees, and antiretroviral 
(ARV) treatment to the infected. 


ACC: Cementing the response 

ACC Ltd. has pledged its support to the 
Confederation of Indian Industry (CII) 
in their effort to eradicate HIV/AIDS. In 
the company’s own words, “ACC recog- 
nizes that a fundamental step in this 
respect involves a clear statement of 
the company’s internal policy to deal 
with employees affected by HIV/AIDS.” 
With this view, the company has 
adopted СТРз Code of Practice for Indus- 
try to guarantee and safeguard the 
rights of employees infected by HIV/ 
AIDS as its interna! workplace policy 
for HIV/AIDS. Under this policy, the 
company seeks to provide a healthy 
work environment for its employees and 
educate its employees on prevention 
and care. As per the company’s policy, 
information about cases of HIV-infec- 


tion of an employee would be kept confi- 
dential; the HIV positive employee will 
not be discriminated against and will 
be allowed to continue to work in his job; 
encouragement to all employees to par- 
ticipate in voluntary counseling and 
testing and assistance to infected per- 
sons in meeting the cost of ARV drugs 
will be provided by the company. 


Tata Steel: Unalloyed dedication 


Tata Steel has also evolved a corporate 


sector model to prevent the spread of 


STD/HIV/AIDS, globally and nation- 
ally. This model is being shared through 
forums such as ILO, Global Business 
Coalition on HIV/AIDS, Global Com- 
pact Initiatives, WHO-SE Asia Re- 
gional Office, NACO, Jharkhand AIDS 
Prevention Consortium, and through 
Global Reporting Initiatives. This pro- 
gram extends to the rural and urban 
populace residing in and around 


Sample HIV/AIDS Policy 
The company will provide a safe and healthy work environment for employees. 


The company will educate its employees and their families on prevention, care and counseling 


of HIV/AIDS. 


The company will educate its employees on safe blood, blood donation and transfusion. 


If any employee has been infected, information about his/her illness will be kept confidential by 
the company. Only the immediate bass will be <ept informed in case of any medical eventuality. 


An HIV positive employee will be allowed to continue to work in his/her job unless medical 
imperatives interfere with the specific job that he/she is doing. In that case, and only if it is 
necessary, will the employee be shiftec to another position where he/she will be comfortable. 


If an employee reveals his/her HIV positive status voluntarily, other employees will not be allowed 
to refuse to work alongside the HIV positive employee. In fact, the company will expect all 
employees to ensure that the HIV positive employee is comfortable and feels part of the family. 


The company may not, as a policy, discriminate against any employee infected by HIV/AIDS 
with regard to promotions, training anc any other privileges applicable to all employees of the 
organization. 


While the company may ask a person who is being offered a job to undergo general medical 
tests before the issue of the appointment letter, the test will not cover HIV/AIDS. without the 
informed consent and pre-test counseling of the candidate. 


The company will educate its employees and encourage them to participate in voluntary 
counseling and testing. However, HIV/AIDS tests will not be a part of any annual ortime-to-time 
health check ups without the employees informed consent and pre-test counseling. 


Source: http://youandaids.org 
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Jamshedpur. In recognition of Tata 
Steel’s response to HIV/AIDS and its 
awareness work in Jamshedpur, the 
company was conferred the prestigious 
“Global Business Coalition Award for 
Business Excellence” in 2003. 


Apollo tyres: On a roll 

Apollo Tyres’ AIDS awareness program 
aims at generating awareness and pre- 
vention of the epidemic among its em- 
ployees, external stakeholders, and cus- 
tomers. The company, in partnership 
with ILO, has chalked out a comprehen- 
sive workplace program on HIV/AIDS 
that focuses on its employees and the 
trucking community. The company has 
also set up health clinics on national 
highways, and the response from the 
truck drivers to this program has been 
quite encouraging. 


Know AIDS, No AIDS 


While the initiatives and programs of 
these companies in protecting their hu- 
man capital is heartening, companies 
such as these constitute only a 
miniscule percentage of the Indian cor- 
porate world. Since the private sector is 
a vital part of the social partnership 
against HIV/AIDS, it is time the other 
companies took their corporate social 
responsibility more seriously and 
started contributing to the sustainable 
development of the economy by improv- 
ing the quality of life of their employees, 
their families, the local com munity, and 
the society. It is incumbent on industry 
bodies, such as ASSOCHAM and CII, to 
go all out and build awareness of the 
severity of the impact of AIDS on busi- 
ness and get the corporate world to re- 
spond effectively in this regard. 

If the corporate world can come to- 
gether and use their collective might to 
fight the HIV/AIDS menace, so much 
more can be achieved. Such a collective 
effort would not only be effective, cost- 
efficient and sustainable, but also cru- 
cial to the success of the country’s efforts 
against the epidemic. After all, preven- 
tion is always better than сиге, 


— R Venkatesan lyengar 
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J Craig Venter 


Bill Gates of Bio-soft Technology? 


s God really in for a competition from 

J Craig Venter? This visionary biolo- 
gist of the 21* century known for his con- 
tributions to genomic research, and the 
noted entrepreneur known for bio-pros- 
pecting for genetic gold in the depths of 
the oceans and deep in the rain forests, 
seems to be on the verge of creating the 
world's first free-living organism in his 
laboratory. 

The J Craig Venter Institute— a non- 
profit research institute founded by the 
maverick biologist, J Craig Venter — an- 
nounced on June 28, 2007 that they have 
successfully transformed the bacteria – 
Mycoplasma capricolum into another 
type, Mycoplasma mycoides LC, by trans- 
planting the chromosome of M.mycoides 
LC in M. capricolum. The team first 
added an antibiotic selectable marker 
gene to the M. mycoides LC to facilitate 
the selection of living cells containing the 
transplanted chromosome. Then the puri- 
fied DNA from M. mycoides LC was trans- 
planted into the M. capricolum cells. After 
several rounds of cell division, M. 
capricolum chromosome disappeared, 
having been replaced by M.mycoides. This 
resulted in M. capricolum cells taking over 
all the phenotypic characteristics of M. 
mycoides LC. This success was tested us- 
ing 2D gel electrophoresis and protein se- 
quencing method which confirmed that all 
the expressed proteins are that of coded 
for M. mycoides LC. “We are committed to 
this research as we believe that synthetic 
genomics holds great promise in helping 
to solve issues like climate change and in 
developing new sources of energy," said 
J Craig Venter, President of the institute. 

This technique of genome transplan- 
tation perfected on a consciously chosen 
small bacterial species known to have 
small genome for easy working is ex- 
pected to pave the way for activating syn- 
thesized chromosomes into living cells. 
Synthetic genome development, once per- 
fected can prove its usefulness in the pro- 
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duction of pharmaceuticals, chemicals, 
new energy sources, etc. and thus could 
become highly lucrative. Micro-organ- 
isms, according to Venter, ^have the po- 
tential to provide all the transportation 
fuel we need in the US." 

That aside, there is a downside to 
Venter's invention. As David C Magnus, 
Director of Stanford Universitys Center 
for Biomedical Ethics, fears: What if a ter- 
rorist buys pieces of such synthesized 
DNA and stitches them together to make 
a vicious pathogen and releases it into in- 
nocent surroundings, which incidentally 
makes "plenty of people lying awake wor- 
rying about this" a plausibility? Arthur L 
Caplan, Director of the Center for Bioeth- 
ics at the University of Pennsylvania, ob- 
served that "Synthetic biologists may be 
manipulating nature without knowing 
where they are going." This indeed re- 
minds us of the warning of David 
Ehrenfeld , the author of The Arrogance of 
Humanism: “Humanity is on the march, 
earth itself is left behind," which, accord- 
ing to him could be “because of a crazy 
faith in his ability to solve all problems." 

Despite its flipside, there is a need to 
be with Craig Venter in his attempts to 
synthesize new bio-agents to produce en- 
ergy, for according to the predictions of 
IPCC, sea levels could rise by as much as 
59 cm this century owing to the accumula- 
tion of greenhouse gases and the resulting 


rising temperatures, which is pretty 
shuddering to think of since the conse- 
quences of such climate change could be 
catastrophic. More scary it would be if 
what James Hansen of National Aero- 
nautics and Space Administration, USA 
forewarns is right: polar ice sheets do not 
melt slowly, for the geological records sug- 
gest that ice at the poles does not melt in 
a gradual and linear fashion, but flips 
suddenly from one state to another. He 
strongly argues that it is ‘implausible’ 
that the expected warming before 2100 
^would permit a west Antarctic ice sheet 
of present size to survive even for a cen- 
tury”. If Hansen is correct, to avert the 
planetary meltdown, there is an urgent 
need for finding alternatives for fossil 
burning for generating energy and that is 
where Venter and his research into syn- 
thetic biology becomes critical. 

Intriguingly, Synthetic Genomics 
Inc., a company promoted by Venter is 
reported to have already filed for patents 
on synthetic bugs that could make fuels 
such as ethanol or hydrogen. Reports 
also indicate that Synthetic Genomics 
has already entered into a deal with BP 
PLC “to find and modify naturally occur- 
ring microbes that can turn coal or oil 
below the earth's surface into clear fuel." 
Venter is indeed excited when he 
claimed: “Environmentalists must be 
ecstatic about what we are doing, since 
we provide one of the clear alternatives 
to burning oil and coal." 

The potential of the ongoing re- 
search program of Venter is so high that 
it can transform him from ‘gene king’ to 
‘oil king’, and no wonder Jim Thomas of 
ETC Group, a watchdog organization 
from Canada, accused Venter that he is 
aiming to become a *Microbesoft of syn- 
thetic biology. So what if he could de- 
liver the ultimate alternative for the 
fossil burning?s 

– GRK Murty 


Reference # 01 M-2007-08-16-10 


| Auaust 2007 | 85 


Ш ARTS AND ARTISTS 


Thanjavur Paintings 


АП lands and places are familiar fields 

far the learned 

to tread; yet why neglect learning and 

waste life. (Thirukkural, 397) 
—Thiruvalluvar 


here are many places in India 

where history has chosen to chisel 
its reminiscences on time. These histori- 
cal places stand, towering over the vagar- 
ies of time, as enduring arcs between the 
past and posterity. Some of these places 
have also been the cradle and nursery of 
the country’s finest art and culture that 
remain a living testimony to the abiding 
creativity, aesthetic ingenuity and profi- 
cient craftsmanship of the ancient Indi- 
ans. Thanjavur, in the state of Tamil 
Nadu, is one such place. 

The very name ‘Thanjavur invokes to 
the mind’s eye images of grandeur and 
opulence. Prominent among them is the 
magnificent 10% century AD 
Brihadeeswara tempie, popularly knewn 
as the Big Temple, that stands majesti- 
cally crowned by a massive 200 ft 81.3 ton 
round monolithic cupola, the shadow of 
which never falls on the ground. Besides 
this architectural marvel, Thanjavur also 
quarters other historical monuments 
such as the Vijayanazar fort and the pal- 
ace of the Maratha king Sarfoji II — menu- 
ments that remain as the indelible re- 
cordings of the contributions of various 
kings to Thanjavur's exquisite and elabo- 
rate architectural and cultural heritage. 

In fact, art and culture are synonymous 
with Thanjavur. While Thanjavur is 
widely regarded as the birthplace of the 
classical dance form Bharatanatyam, it 
was in the erstwhile Thanjavur district 
that the Trinity of Carnatic music— 
Syama  Sastri, Tyagaraja and 
Muthuswami Dikshitar—were born, lived 
and made their monumental contribution 
to Carnatic music with their compositions 
(kritis). Thanjavur, also known as the rice- 
bowl of South India, is famous Юг паши, 
which is a barrel-shaped percussion in- 
strument played durmg weddings in South 
India, Darasuram silk, and Thanjavur 
dancing dolls (thalai аа боттал) — а 
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type of bobble headed doll that keeps 
shaking its head at the slightest touch. 
Add to these acclaims, the unique and 
world famous Thanjavur paintings, and 
the list definitely sounds sumptuous. 
Thanjavur paintings refer to those an- 
cient, miniature-type paintings that are 
created using a unique style and tech- 
nique, which originated in the late 16^ 
century during the Maratha rule of 
Thanjavur and was patronized by the 
Maratha and Nayak rulers from 16^ to 
18^ centuries. The painting evolved into a 
distinct and grand art form thanks to the 


practicing of this art by two communities 
—the Rajus of Tiruchi and Naidus of 
Madurai. The Raju and Naidu artists 
were originally Telugu-speaking people 
and hailed from the Rayalaseema region 
of Andhra Pradesh. They settled down in 
Tamil Nadu when Thanjavur (erstwhile 
Chola capital) and Madurai (erstwhile 
Pandiya capital) came under the rule of 
the Nayaks. However, these master 
craftsmen chose to remain anonymous 
and let their sacred paintings get all the 
attention. 

Thanjavur paintings are done on can- 
vasses such as planks of wood (wood of 
jackfruit tree, teakwood or plywood). A 
layer of cloth is pasted to the plank with 
gum and then it is coated evenly with a 
paste of limestone and a binding ingredi- 
ent (glue) and let to dry. Then the artist 


draws an elaborate sketch of the intended 
painting on the canvas. Layers of paste 
mentioned above are applied on the can- 
vas to give it a three-dimensional effect 
and to embellish and highlight the theme. 

Some aspects of the painting, such as 
dresses, jewelry, crowns, thrones, pillars 
and arches, are embedded with gems ol 
various hues, gold leaves and ornate de- 
signs. It is ensured that this ornamenta- 
tion is glitteringly bright, as these paint- 
ings were originally meant to be kept in 
dimly-lit puja rooms. Then colors are 
added to the painting. While the artists ој 
the past used natural colors made of veg- 
etable dyes, the artists of today use 
chemical colors that provide better sharp- 
ness and shades to the painting. The 
painting is also done on unusual media 
such as glass, ivory, mica, playing cards 
and miniature wooden shrines. 

The figures in the paintings usually 
have rounded bodies and almond. 
shaped eyes, which is unique tc 
Thanjavur painting. The themes of the 
paintings are almost always deities and 
divine figures. The color scheme for 
painted personalities and objects too fol- 
lows certain conventions: dark brown 15 
used for outlines, red for the background 
blue or cream for Lord Vishnu, chalk 
white for Lord Nataraja, green foi 
Meenakshi and so on. As for adornment 
and embossing, the choice of the mate 
rial (diamonds, rubies, emeralds, gold 
glass pieces, etc.) is left to the discretior 
of the painters. From miniature paint 
ings that come in 8x10 inch frame tc 
mural paintings that span the whole 
length and breadth of walls and ceilings 
the Thanjavur paintings come in al 
sizes. The cost of a painting (depending 
on the frame, canvas and gems used 
may range from Rs. 1,500 to Rs. 50,000 

What sets the Thanjavur painting: 
as a class apart is the embellishments 
over the basic drawings with precious 
and semi-precious stones as well as the 
relief work which gives them a three-di 


mensional effect.m 
– В Venkatesan lyenga 
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BUILDING BETTER MALLS FOR OUR CHILDREN 


At MARG, we're striving to build a better world for the future of our nation. Our vision and pioneering spirit help 
build infrastructure and realty solutions that fuel the nation's progress. This is the Spirit of Visioneering, and it inspires MARO to create 


Ports, SEZs and IT Parks that are better spaces to work and do business. Serviced Apartments and 220 MARG 
зас 


Townships - better places to live. And Malls designed to provide better shopping experiences. Spirit ot Visioneering 


With МАКО, the future is ready and waiting for you. www.Marglinfrastructure.com 
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Post: General Manager- Finance 
Company: B Каћеја Builders 
Job Desc: Candidate should laision to practice 


for managing the audit & finance functions. 
Profile: Candidate should laision to practice for 
managing the audit & finance functicns. 

Exp: 10-15 

Location: Mumbai 

Email: jobs&braneja.com 


Post: Company Secretary. 

Company: Bajaj Steel Industries Ltd. 

Job Desc: The candidate should be responsible 
for the legal and financial running of the 

чөе + ун Ж 

Profile: Should be abie to deal well and 
administrative matters. Should be a direct link 
between the directors of the compar y and 
shareholders. 

Exp: 7-9 

Location: Nagpur 

Email: lavbajaj@bajajngp.com 


Post: Sr. a Internal Auditor 
Company: ВС 

Job Desc: The incumbent directly executes 
audits (interviews and testing, database 
update, provide periodic update to c ient; 
contributes to the final and draft report). 
Profile: Looking for a С.А. / 1 СМА. / 
M.B.A.(Finance) having a relevant prior working 
exposure in the similar profile. 

Exp: 10-15 

Location: Chennai 

Email: hrhead@bcl.in 


Post: Manager- Accounts 

Company: Srahamputra Consortium Ltd. 

Job Desc: Would be responsible for 
Co-ordination, consolidation and supervision of 
all accounts of Branches and Project Sites. 
Profile: Candidates must be qualifiec Chartered 
Accountant having a total experience of above 
5 years in Accounts and Taxation. Cendidate 
having experience in Construction Industry will 
be preferred. 

Exp: 4-6 

Location: Delhi 

Email: shivani@brahamputra.com 


Post: Freelance Financial Consultant 
Company: Buds & Blossoms 

Job Desc: Will have to source funds ‘or a 
project of 10 crores for an international school, 
to systematize the entire financial proceedings 
of a year and bring out a consolidated report 
and also indicate other profitable paths to 
higher income gain. 

Profile: The idea’ shail be passionate to develop 
a tT schoo! anc provide systems 

Exp: 10-15 

Location: Cudda ore 

Email: buds recruitment( yahoo.com 


Post: Assistant Manager- Accounts 

Company: Club Mahindra ee 

Job Desc: Would be responsible for Day to day 
operations of accounts, credit, audit 
departments of 5 star resort. 

Profile: Should be a Mcom / Bcom Graduate 
with knowledge in computers. 

Exp: 3-8 

Location: Coorg 

Email: hr@clubmahindra.com 
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Post: Assistant General Manager- Project 
Manager 

Company: GMR Energy Ltd. 

Job Desc: Will have to finalize Financial model 
for the assigned project and arrange for debt 
and equity. Calculate the debt and equity 
requirements for new bids or projects and 
organize to arrange for funds. 

Profile: Required an et ore ae Graduate, MBA 
Finance with at least 10 - 12 years of 
experience. Should have at least 6 years of 
experience in projects within the power sector. 
Exp: 9-13 

Location: Bangalore 

Email: Energy.Careers@gmrgroup.co.in 


Post: Manager- Finance & Accounts 

Company: HBL Power Systems Ltd. 

Job Desc: The ideal would be responsible for all 
the Accounts and Finance functions 

Profile: Should be a Commerce Graduate with 
Accounts and Finance experience ina 
manufacturing industry. 

Exp: 5-10 

Location: Hyderabad 

Email: resumesQhbl.in 


Post: Commercial Manager 

Company: HCL Infosystems Ltd. 

Job Desc: Would be ensuring optimum 
outstanding collection from clients like 
Government / Federal clients etc without 
affecting the long term relationships and 
potential business. 

Profile: Should have a "d Business Acumen, 
excellent communication skills , relationship 
building skills, Self driven ‚assertive . 

Exp: 5-9 

Location: Delhi 

Email: career4u@hcl.in 


Post: Assistant General Manager- Finance & 
Accounts 

Company: Hercules Hoists Ltd. 

Job Desc: The ideal would take care of all the 
Company Law matters, Income Tax, Sales Tax, 
Excise etc. 

Profile: A well Qualified C.A. having wide 
experience of 10 to 12 years in the areas of 
Accounts, Banking, Working Capital 
Management, Finalization of Books of Accounts, 
Co-ordination with Internal Auditors etc. 

Exp: 10-12 

Location: Mumbai 

Email: pps@indef.com 


Post: Manager- Commercial 

Company: Home Solutions Retail (India) Ltd. 
Job Desc: Will have to manage overall 
commercial operations of the store & ensure 


ры of the store jointly with the Unit 
ea 
Profile: Required a Chartered Accountant or 


ICWA or ACS with 10 years of experience in 
retail / consumer goods industry / trading 
organization. 

Exp: 8-12 

Location: Bangalore 

Email: homesolutions.resume(Q gmail.com 


Post: General Manager- Finance 

Company: Hunter Telecom India Pvt. Ltd. 

Job Desc: Shall have the knowledge of IPO, 
Auditing and compliance; Corporate Accounts, 
MIS, Cash & Funds Flow Management Budget 
Development and management 


Cnauk 
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Profile: The ideal should be а CA & would t 
responsible for Management of Working С: 
& Cash Flows; Monitoring and control of 
Receivables and Payables, Allocation of 
Resources. 

Exp: 8-12 

Location: Gurgaon 

Email: HR@huntertelecom.in 


Post: Manager- Accounts 

Company: Indiabulls 

Job Desc: Would be responsible for vendor 
payments & employee reimbursements. 
Profile: Shall have an expertise in TDS, sei 
tax, accounting, bank and vendor 
reconciliations, expense processing, finaliz 
of statutory and tax audits 


Exp: 3-4 
Location: Gurgaon 
Email: hr@indiabulls.com 


Post: Head- Operations 
d ru K R Choksey Shares & Securitie 


Job Desc: The ideal would be responsible f 
Risk Management Banking & Depository В! 
Management Team Management 

Profile: Must have a good understanding o 
broking business 

Exp: 3-8 

Location: Mumbai 

Email: hr@krchoksey.com 


Post: Executive- Internal Audit 

Company: Kores Ltd. 

Job Desc: Would be responsible for conduc 

audit of various manufacturing/trading divi 

in different fields, functions, branches inclu 

financial books of accounts across India. 

Profile: Should be able to handle internal a 

activities for manufacturing, corporate, ma 

Tg -e оданим. & concise reporting abilit 
xp: 3- 

Location: Mumbai 

Email: hrd@kores-india.com 


Post: Officer- Insurance 

Company: Kothari Medical Centre 

Job Desc: Handling insurance related jobs ' 

be the main responsibility of the candidate 

Profile: Required a retired insurance officer 

efficiently handling insurance related matte 

Shall have relevant qualifications along wit! 

ed ng exposure in the similar profil 
xp: 7-1 

Location: Kolkata 

Email: kothari-hoQricmail.com 


Post: Analytics Science Manager 
Company: Fair Isaac Corporation 

Job Desc: Provide consu services to cli 
in Asia and the rest of the g on a range 
analytics based services across the custom 
lifecycle and in various domains including r: 
banking risk management, marketing anah 
fraud, & pharmaceutical/ healthcare. 
Profile: Deep experience with various mode 
method ies in a development or researc 
role, including developing scoring algorithm 
required 

Exp: 4-9 

Location: Bangalore 

Email: BangaloreJobs@fairisaac.com 
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Manager- Accounts 
pany: Nitco Tiles Ltd. 
Jesc: Finalization of Balance Sheet, 
aration of Budget at Corporate level, 
thly MIS report, analysis of variance 
'een budget and actuals, etc. 
le: Chartered Accountant within 4-5 years 
rience in Budgeting, MIS and Variance 
ras from Manufacturing industry. 
tion: Mumbai 
il: recruitment@nitcotiles.com 


: Sales Manager- Vehicles 
pany: Reliance Capital Ltd. 

esc: The incumbent would be responsible 
developing Vehicles Loans Business, Team 
agement- Handling a team of Sales 
:utives in the Vehicles domain. * 
Пе: The candidate should have 4-6 yrs of 
Mg experience in Car Loans domain. 


ition: Delhi 
il: arun.a.verma@relianceada.com 


: Assistant Branch Manager 
ipany: Reliance Life Insurance Co. Ltd. 

esc: Planning & Implementing all the 
keting, sales and customer care related 
vities for the branch. Set and achieve 
ich pen Recruitment & training of Sales 
sonnel. 
ile: Shall have at least 3 - 5 years of 
erience of which 2 years preferably in 
ney Е 


ation: Sonipat 
iil: rabla.dhody@relianceada.com 


:: Program manager 
Ypany: Royal Sundaram Alliance Insurance 
'pany Ltd. 
Desc: Will have to manage the all India 
ewal program for personal insurances, 
ite robust MIS for renewals with 
eie у реја activity charts 

e: Will have the knowledge of statistics, 
м working, leadership, has some exposure 
enewals (Credit card, mobile, insurance 
astry) 
: 8-12 
ation: Chennai 
ail: rs.careers@in.royalsun.com 


Бех Manager- Commercial & 
stics 
^pany: Sanyo BPL Pvt. Ltd. 

esc: Inventory Management, Monitor 
d and variable expenses, VAT returns and 
essment, dealer claim settlement, Negotiate 
у transporters for freight charges аге the 

of the responsibilities, 

le: Must have an experience in commercial 
л exposure to ERP and good knowledge of 
office required. Familiar with SAP an 
mere procedures is a must. 
ation: Mumbai 
ail: pm.chandrika@sanyobpl.com 


к: Commercial Head 
прапу: ауе Hotels Ltd. 

sc: Will have to ensure timely comple- 
* of accounting work with enhancing it's 
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quality, Compliances of Statutory obligations, 
Payables Management, Setting procedures for 
smooth flow of department. 

Profile: Required a C.A. /I.C.W.A. / MBA ( FI- 
NANCE ) with 6-8 years of relevant work experi- 
ence in the similar field. 

Exp: 6-8 

Location: Indore 

Email: hrd@barbeque-nation.com 


Post: Manager- Accounts & Finance 

Company: Swift Mail Communications Ltd. 

Job Desc: Would be managing team of 4-5 ac- 

counts executives, taking reports & overseeing 

day-to-day operations, handing entire taxation 

department, financial department etc. 

Profile: Should be having in-depth knowledge of 

accounts & taxation issues, expert at tally along 

се а knowledge of systems & procedures 
xp: 3- 

Location: Chennai 

Email: hrd@swift-online.com 


Post: Executive- Costing 

Company: Syntel Ltd. 

Job Desc: Shall have 5-8 Years post-qualifica- 
tion experience along with an expertise in MS 


Excel 

Profile: Looking for an ICWA/ MBA (Finance) 
along with the thorough knowledge in 
Costing/Pricing. 

Exp: 4-5 

Location: Mumbai 

Email: Smriti_Girotra@syntelinc.com 


Post: Circle Finance Head 

Company: Tata Tele Services Ltd. 

Job Desc: The applicant will be responsible for 
Accounts & Controls, Circle Accounts, Budgetary 
Control, Inventory Controls, Sales Scheme 
Monitoring, Commercial Negotiations & T&C Fi- 
nalization. 

Profile: Shall have relevant qualifications along 
with the prior working exposure in the similar 


xp: 10-14 
Location: Ahmedabad 
Email: careersguj@tatatel.co.in 


Post: Manager- Finance 
Company: Wallace Pharmaceuticals Pvt. Ltd. 
Job Desc: Plant Accounting, Coordinating with 
Financial Institutions /Banks/MIS report are the 
rt of the responsibilities, 
file: Will be independently handling the ac- 
counting & finance aspects pertaining to Plant 
Providing the monthly MIS to the 
Management.Implementaion of sound account- 
ing practice/systems. 
Exp: 4-7 
Location: Panjim 
Email: hrd@wallacepharma.net 


Post: Manager- Control & Risk Management 
Company: Welspun 

Job Desc: Will have the complete breed 
of financial and business control for the com- 


pany as a whole 
le: Shall have the knowledge of processes 
and methods of data capture, transaction moni- 
о аро deviations thereof. 

xp: 4- 


Location: Mumbai 
Email: astha_lodha@welspun.com 


Cnauk 
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Post: Cost Accountant 


Company: AIG Ltd. 

Job Desc: The ideal candidate would be 

responsible for maintenance of cost records, 

Costing of various projects, verification of 

bills submitted by the contractors. 

Profile: Required an ICWA with 5 years of 

She pet experience & good knowledge of 
roject based accounting. 

Exp: 5-8 

Location: Nigeria 

Email: rakesh.african.industries@gmail.com 


Post: Vice President- Accounts 

Company: Bajaj Capital Ltd. 

Job Desc: The applicant should be able to 

handle a team of accountants and can have 

overall control & supervision of business 

operations. 

Profile: Looking for a CA with atleast 15-18 
ears of experience. Will be responsible for 
alculation of TOS on salary and other 


expenses. 

Exp: 15-18 

Location: Bangalore 

Email: rupalij@icfpindia.org 


Post: General Manager- Accounts 
Company: Doshion Ltd. 

Job Desc: Shall be responsible for the 
coordination and monitoring of all activities 
and overall performance of the accounts 
department. 

Profile: Finalization and вратио of 
monthly and Yearly Profit & Loss A/c., 
Balance Sheet with the help of other GMs ( 
F& Acum CS ). 

Exp: 10-15 

Location: Ahmedabad 

Email: careers doshion.com 


Post: Vice President- Commercial 
Company: ERA Group 

Job Desc: Will have to handle the 
commercial part of the company with 
reporting to the Head of the Company. 
Profile: Required a CA/ICWA with à rich 
prior working exposure in heading the 
company/financials. The candidate should 
have good exposure to Financial 
management and running the operations. 
Exp: 23-33 

Location: Delhi 

Email: career eragroup.in 


Post: Analytics Science Manager 
Company: Fair Isaac Corporation 
Job Desc: Provide consulting services to 
clients in Asia and the rest of the globe on à 
ae of analytics based services across the 
customer ebd (ram and in various domains 
including retail banking risk management, 
marketing analytics, fraud, & 
эре gi пер healthcare. 

rofile: Deep experience with various 
modeling methodologies in a development 
or research role, including developing 
eh. dus. is required 

xp: 4- 


Location: Bangalore 
Email: BangaloreJobs@fairisaac.com 
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Indian Economy 


The Other Side 


Indian economy is in the midst of an unprecedented 
growth spurt. During the last three years, it grew at about 
9% plus, while it was 9.4% during 2006-07. The non-farm sec- 
tor recorded a growth rate of 10% for the last three years and 
11% in the immediate preceding year, as against 6% recorded 
during the earlier years. The investment rate in the country 
rose to 35.1% during 2006-07 from a peak of 25% during 2002- 
03. The domestic savings too have shown a significant rise: 
they grew by 30% in 2003-04, 32.4% in 2005-06, and 34.7% of 
GDP during 2006-07. The foreign exchange reserves stood at a 
comfortable level of $218.5 bn plus. The number of million- 
aires has grown substantially. Market is awash with liquid- 
ity. Interest rates are lying low. Credit supply is at its peak. 
Indeed, low-cost-credit-driven-consumerism in the urban sec- 
tor is generating good demand for industrial output. And the 
future too is looking hunky dory. 

Amidst this newfound economic euphoria, there exists an- 
other India. In it a farmer gets up at dawn and sets out for his field 
with his cattle and plough to till the land. He 
runs around banks to prove his creditworthiness 
and avail himself of a loan to cultivate cotton 
crop. If it fails, he goes around local moneylend- 
ers and ultimately borrows cottonseed from a 
nei ring Seth and sows it in his field. He then, 
like a Chakori bird, longingly awaits the rain 
clouds to descend with prayer in his eyes. 

As the rain gods eoncede his imploring, and 
cotton seeds sprout proffering namaskar with 
their twofolded sprouts, he rushes to his Seth to 
borrow fertilizer or the bank to borrow money 
and buy fertilizer and apply to nurture a strong growth in his 
tender seedlings. Even to celebrate festivals or family events 
falling in between, he has to rush to his Seth to borrow money. 

If nature favors him with good tidings, he would once again 
borrow money from his Seth / draw money from bank loan ac- 
count to harvest the crop and make it market-ready. He then 
carts it to his Seth’s ginning mill to sell it. In turn, the Seth 
weighs it and passes on the sale proceeds, after religiously 
recovering his dues with interest at the rate agreed upon ear- 
lier. If he is a bank borrower, he clears his bank loan with the 
balance in his hands. 

If, on the other hand, nature fails him, he would have nothing 
to sell and hence no repayment to Seth /bank. For him and his 
family, existence then becomes precarious. His struggle to sur- 
vive becomes ‘vast as night’. 

Yet, a farmer rarely “turns his back but marches breast 
forward.” He never doubts his mitti, soil, in bailing him out of 
his plight, at least in the succeeding season. 

With ‘a surprising Spirit’ he readies himself for the new 
season. He once again runs around all and sundry for a fresh 
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loan to raise crops in the new season. With the newly bor 
rowed money, he tills his land and sows the crop. Admiringl; 
mounting interest on the previous loans cannot deter hir 
from his farming. Such is his trust in ‘hope’. 

Ifthe nature and market keep it alive, he marches on into ye 
another new season. If it fails him, and if the mounting burden 
loans overwhelms him, he succumbs to it. The frequently-hear 
farmers’ suicides are the outcome of this syndrome. 

Hearing a farmer's suicide, the entire leadership of th 
nation descends on the widow of the farmer ostensibly t 
share her limitless sorrow with promises of relief. They ver 
their displeasure at the ‘segmented labor market’ that cor 
fines a large section of toiling majority of the society to smal 
scale farming with which they can hardly eke out their livin; 
They would even clamor for strengthening the social prote: 
tion for such vulnerable sections of society. While demandin 
inclusive development,’ they even quote the Father of the № 
tion: “The economics that disregard moral and sentiment: 
considerations are like waxworks that, beir 
life-like, still lack the life of the living flesh 
As an aside, they would also exhort banks: 
whether they are equipped for it or not— 
give credit to farmers more liberally. 

Journalists flood the print and electron 
media with features that demonize the ‘appal 
ing inequalities’ in the society as though notice 
for the first time and question the ‘trickle dow 
theory, arguing that in a country where 70% 
the population depends on agriculture—whi 

=== means on weather—it is preposterous to expe 
that by the rich becoming even more richer, the destitute w 
become less destitute. 

Economists, not to be left behind, come forward with 
theory that other things remaining the same, unless gove 
nance intervenes in the vicious cycle of the ‘poor’ remainit 
poor due to their weak capital formation capacity by injectii 
fresh capital from outside into the cycle, these farmers c: 
never ever break out of their inherited conundrum. 

Not surprisingly, in the din of all this, the fundament 
question of correcting the system inadequacies convenient 
gets drowned. The result is: his tribe that is getting crush: 
between the upper and nether millstones simply becomes 
‘forgotten class’. 

Unmindful of all this crass apathy and callousness of t 
society around, the deceased farmer's son—to borrc 
Nagnamuni's simile—Christ carrying the cross, sets out і 
his farm the next day with a plough on his shoulders faithfu 
accompanied by his skinny cattle. 

For, it is vivifying!s _( 
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CorpVidya 
Education Loan for 
professional courses. 










Now online. 
www.corpbank.in 


For the first time in India, professional 

VIDYA | education loans now go online. Just log on 

Online Education Loan. tg www.corpbank.in. Fill the application 

form and get a in-principle decision online. You will receive an 

e-mail which will guide you to the branch nearest to your domicile. 
So what are you waiting for? Ready, study, click! 





Your belief. 
Our strength. 


Centurion Bank of Punjab is a leading new generation private sector Bank. The Bank serves individual consumers 
small and middle market businesses and large corporations, with a full range of products and services for investing, lending an 
advice on financial planning. It holds leadership positions in the two wheeler loan and commercial vehicle loan segment 
and offer a wide range of world-class banking products and services. 


Centurion Bank of Punjab has a nationwide presence comprising of 279 branches and 408 ATMs across 143 locations. It also offer 
comprehensive Wealth Management Solutions designed and personalised to meet customer aspirations. 


With strengths in the Retail, SME and Agriculture businesses, the Bank is well poised to grow from strength to strengtl 
in the Incian market. 


The customer has the option to interact with the Bank at branches, through the ATM network and through internet / mobile banking. 


Our extensive range of banking solutions A Ce nturio 


Savings Accounts | Current Acccunts | Fixed Deposits | Life & General Insurance | Mutual Funds | Bank of Рипја! 
Personal Loans Home Loans! Demat Services Portfolio Management Services | Two Wheeler Loans | 
Visa Money Transfer SMS Alerts Cheque Drop Boxes | Educational Loans ! Foreign Exchange Services | 


Agricultural Loans Commercial Vehicle/ Construction Equipment Loans INDIA'S FASTEST GROWING BAI 


www.centurionbop.co.in ` As per Business Today's India's Best Banks Survey (Conducted by KF 
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Imagine Your dream home spread across 86 acres of 
beautifully planned and landscaped terrain. With a 
hundred acres of reserve forest in the neighbourhood. 
And two natural lakes shimmering in the vicinity. This 
means a lot more pure air full of oxygen for you to 
breathe. 


You could also be sharing your neighbourhood with 
some of the biggest names in the world like Infosys, 
Ford, Visteon, BMW, Nokia, Ascendas, Mindtree and 
Mastek among others. 


All this plus a host of value-added facilities make it not 
just a cream home, but aiso a fantastic investment 
opportunity- 25 Maraimalai Nagar is set to be the fastest 
growing геа! estate zone in the city. Hurry, book your 
apartment today and get the best deal in the world-class 
New Chennai. 


Exclusive Features : e NISA Hallmark Sports County - Australian 
Cricket Coaching e National Table Tennis Academy e National 
Swimming Academy e Adinath Jain School e Swiss Finishing 
School to groom your litle ones e New Music Academy 
» Professionally run Day Care Center e Departmental store within 
the complex e Exclusive Clubhouse with a host of facilities like 
virtual golf, snooker & billiards table, and children's play area, 
basketball, badminton court, jogging tracks, etc. e Internationally 
'enowned Fitness Center 


+ 
НИ 


COUNT Y 


For further details contact: 

Hallmark Infrastructure Pvt. Ltd. 
Suite A, No-43, Old No. 62/2, United Plaza, 
Usman Road, T.Nagar, Chennai - 600 017 
Phone: +91-44 4350 8999 / 8942 / 7181 / 

99419 11403 / 99419 11404 
email: gc@hallmarkinfrastructure.co.in 
www.hallmarkinfrastructure.co.in 
SMS 'HALLMARK' to 6677 
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...Саһе taba jaya саа 


India, a country that is а “mere geographical expression", which is “no more а 
united nation than the Equator" for Winston Churchill of the 1940s, has just 
celebrated its 60'^ independence day. 


E vro For the colonialists, India, with the kind of ethnic, religious, linguistic, and 
ee developmental diversities, cannot dream of having a self-government. They 
GRK Murty even predicted that if the British left, it would “fall back quite rapidly through 
the centuries into the barbarism and privations of the Middle Ages.” 
е Similar trepidations— "forecasts of imminent dissolution, ог of its descent 
into anarchy ог authoritarian rule" —continued to haunt the country even after 
Deputy Editors it commenced its independent journey towards its chosen ‘tryst with destiny’. 
N Janardhan Rao Not surprisingly and despite these predictions, we have remained together 
Amit Singh Sisodiya f А J і 
— Бо in our fight against internal and external threats and in progress. We 
Analysts = have proved to ourselves that ‘democracy’ is a cherished value to us. 
= The progress that we have achieved during the last 60 years is phenomenal. 
Sanjoy De Today's India is more vibrant, confident and more enterprising. Its economy 
Pratichi Samal that once almost stagnated under the colonial rule for more than a century, is 
"pu P today growing at 8% plus. 
Neha Naithani It has improved its literacy rate, banished famines, drastically reduced 
Imrana poverty, achieved global competitiveness in information technology, become a 
Editorial Team de facto member of the nuclear club, and its democratic government's commit- 
R Venkatesan Iyengar ment to secularism that has taken the nation forward with all its inherent 
м diversities, has become its hallmark. 
dd Talking of India's accomplishment in managing its inherited diversities 
Director (Production) much against the speculation of many sceptics, one is reminded of the strong 
Bonon foundation laid by its maharshis of yore for nurturing the spirit of accommodat- 
Chief Visualizer ing diverse languages and lifestyles—all under a unifying umbrella of dharmic 
Bangaru Вађи А principles enshrined in the Vedas and Upanishads. 
P cd Interestingly, for these maharshis India is: Jambudweepe, Bharatvarshe, 
S Ganesh Bharatakhande...For them India is a khand of chappanna-desh. Each of them— 
PRV Prasad Anga, Vanga, Kalinga, Khambhoja, Sourashtra, etc.—is encouraged to live with 
Шо its own language, its own customs and practices, almost as an independent state. 
Anjaneyulu B But the use of local languages is just limited to material world. When it came to 
| their adhyatamic pursuits, right from Kanyakumari to Kashmir, everyone has to 
Graphic Designer . : à : 
K Jayaram resort to Sanskrit—the God's language in which their dharma had been en- 
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shrined. They had no alternative and that holds good even today. 

In the same vein, their epics are in Sanskrit. Nobody knows in what lan- 
guage Sri Rama spoke to Sita. Yet, everyone knows him through Sanskrit. And 
so only he has become the soulmate of everybody. 


The concept of Bharatvarsh and chappanna-desh is like light and darkness. 
When light is there, darkness remains away. And in darkness light becomes 
invisible. Similarly, when an individual is a Gujarati, the Indian in him stays 
away. In the same way, when Gujarati becomes Indian, then Gujarati disap- 
pears. Апа as light cannot be perceived without darkness, Indian cannot be 
perceived without there being a Gujarati, Malayali, etc., and vice versa. The 
maharshis of yore have thus ingrained the concept of ‘unity in diversity’ at the 
dawn of civilization. 

It is through such yoking together of diverse lingua franca by subordinating 
their material living to the unifying dharma expressed in Sanskrit, that the 
maharshis could succeed in creating and sustaining Bharatvarsha. 

And so long as India abides by these inherited values nothing can wean it 
away from its chosen path of being a free and progressive and progressing nation. 


GRK Murty 
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India is а massive market. We want to be the bank of choice across all 

segments. So, we are interested in the top segment, middle segment and lower 

segment. You would see us involved in microfinance, micro-savings, middle 
markets. 

— Frederick Seegers 

CEO, Barclays Global Retail and Commercial Banking 


The product is being developed at our R&D facility in Tochigi near Tokyo. The car 

would conform to the small car definition of the government, which will help us 
bring contemporary Honda quality at Indian prices. 

— Masahiro Takedagawa 

CEO and President, Honda Siel Cars India 


It will not be proper to link volatility in domestic stock markets to US subprime 

crisis. I think, to relate movement of indices to one factor, especially when that is 
an external factor would be oversimplification. 

—М Damodaran 

Chairman, SEBI speaking on the volatility of the market 


The Small and Medium Enterprises (SMEs) market is the biggest IT growth 
opportunity in the world today. 

– Зат Palmisano 

Chairman, ВМ 


А clear pronouncement from the government on extending the grade tax benefit 
beyond 2009 will give a psychological boost to the IT sector. 


— Ganesh Natarajan 
Deputy Chairman and MD, Zensar Technologies and VC, Nasscom 


Sugar mills are in real trouble because of high SAP and we will strongly recom- 

mend to the government that there should be only one SMP as the state prices 

are arbitrarily determined, тоѕіу on political considerations and not on a scien- 
tific basis, which leads to market distortion. 

— T Haque 

Chairman, Commission for Agricultural Costs and Prices 


We want to become an MNC bank, the name change will enhance the image. 


– РЈ Nayak 
Chairman and CEO, Axis Bank 


HCL has a time-tested ability to anticipate change, and the most recent trans- 
formation which began in 2005 is paying off. 

—Shiv Nadar 

Chairman and CEO, HCL Technologies 
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Investment Norms 
for Fils Clarified 


The Department of Industrial 
Policy & Promotion (DIPP) 
under the Ministry of 
Commerce and Industry has 
cleared the air for real estate 
investments by Foreign 
Institutiona! Investors (FIIs), 
foreign Venture Capital 
Funds (УСЕзѕ) and private 
equity players. 

As per the clarification 
issued by the department, FII 
investments in real estate 
companies рге-ГРО will be 
treated as FDI and the 
investment will have to be 
channeled for the same. This 
has settled the differences 
arising from the views aired 
by the finance and commerce 
ministries, and financial 
sector regulators. Now 
foreign investors will have to 
wait for three years before 
exiting the company com- 
pletely. DIPP has clarified 
that the investor will have to 
lock in a minimum of $5 mn 
in case of a joint venture with 
an Indian real estate player, 
or $10 mn in case of a wholly- 
owned subsidiary of a foreign 
investor. The rule for foreign 
investors about the lock-in 
period is also relevant for the 
real estate sector. Therefore, 
if the investment occurred 
during the 12 months that 
preceded the IPO date, the 
investments by ЕП», foreign 
VCFs and PE investors will 
have a minimum lock-in 
period of one year. Industry 
officials said leading property 
players are sewing up equity 
deals at the entry level, with 
greater clarity in foreign 
investments in the sector. 
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RBI Hikes CRR 





India’s apex bank has hiked 
the commercial banks’ cash 
reserve requirements by 50 
basis points to 7%. To 
maintain high economic 
growth and to balance 
concerns over inflation, 
India's central bank moved 
to cut money supply but kept 
short-term borrowing rates 
unchanged. "While inflation 
has been steady, inflationary 
pressures remain and are 
more persistent than before, 
along with high commodity 
and asset price," said RBI 


Nokia Hit by Battery 
Fiasco 





. Nokia India is facing the heat 
. owing to its technically defec- 
· tive BL-5C battery model 
. that was manufactured be- 


tween Oct 2005 and Nov 


. 2006 by Matsushita. Accord- 


ing to estimates around 30 


. lakh requests were received 


by the company from custom- 
ers using BL-5C battery and 
nearly 1.8 lakh customers are 
ready to replace their batter- 
ies in their mobiles. Custom- 


ers are facing some problem 





governor YV Reddy in a 
statement. 

In an effort to tame 
inflation in the fast-growing 
economy, analysts had 
expected the central bank to 
keep its benchmark repo 
rate at a four-year high of 
7.75%, which was reached 
after five hikes between 
June 2006 and March this 
year. The RBI had forecast 
the growth to slow to 8.596 
this year, but despite the 
forecast of slower growth, 
the central bank said 
billions of dollars of foreign 
investment in the stock 
market had flooded banks 
with cash that was fuelling 
a boom in consumer and 
business spending. The hike 
in the cash reserve require- 
ment from August 4 is 
aimed at removing some 
cash available for loans. 


in finding out whether their 
batteries are defective or not. 
For each battery, the replace- 
ment cost comes to Rs. 410 
including shipment cost of 
Rs.50. However, Nokia is 


spending Rs.7-8 cr in order to | Director, Growth Capital, 


replace BL-5C batteries, and 
it is anticipating that the ex- 


| 


PEs Bullish on India 


India has emerged as the 
third largest destination 
for Private Equity (PE) in 
the Asia-Pacific region, 
both in terms of value and 
volume of transactions. 
With its growing impor- 
tance in the global 
economy, India is witness- 
ing higher levels of PE 
funding. India has touched 
$2.49 bn, as against $1.05 
bn in Hong Kong , $1.47 bn 
in Singapore and $752.2 
mn in the Chinese market, 
according to Thomson 
Financial, PE investments 
research. India is also a 
hot destination for 
strategic buys, with $29.74 
bn worth of strategic deals 
being struck, the third 
highest in the Asia Pacific 
region. "Indian economy is 
in an expansion mode, 
most companies are 
gearing up for both organic 
and inorganic growth and 
PE funding would continue 
pouring in," opines 


| Mahesh Chhabria, 


pense will increase as more . 


users approach. Experts feel | 


that the fiasco would surely 


as well as reputation in the 
country. In India, around 
95,000 batteries have been 
shipped. Devinder Kishore, 
Nokia India Marketing Direc- 
tor, said, “The batteries are 
in transit, but the company 
would like to deliver a new 
battery within a minimum of 
10 days after receiving a com- 
plaint." 





31 India. 

PE force has grown at a 
fast pace in India; $1.8 bn 
of PE deals were reported 


. in the month of June 
affect its market leadership - 


alone this year in India. 


. Consequently, most global 


PE majors have made 
ample allocations for their 
India investments 
including Texas Pacific 


. Group (TPG) and Citigroup 


Venture Capital (CVC). 
Experts say that over 100 
PE firms are waiting to 
deploy $20 bn in Indian 
companies. 
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Virgin Group Buys 
Stake in Air Asia 


On August 10, 2007, the 

‚ Malaysia-based low-cost 
airline, Air Asia X said, it 

` was going to sell a 20% 

Stake to Britain's Virgin 

| Group, which operates the 
airline, Virgin Atlantic. It is 

anticipated that Virgin 

. Group will pay $6.9mn for 

the stake in Air Asia X. The 

new airline desires to create 
a global alliance, which is 
planned to begin within two 


Subprime Woes Hit 
US Mortgage 
Industry 





The US subprime mortgage 
crisis has hit banks, stock 
markets and worldwide 
mortgage market. The mess 
in subprime has hit big 
investment banks including 
the largest security player 
in mortgage market, Bear 
Stearns, when two of its 
hedge funds exposed to bad 
loans were wiped out. 
Countrywide Financial 
Corp. (СЕС) the leading US 
mortgage lender becomes 
the latest to reveal that it 
had borrowed $11.5 bn from 
40 major banks to bolster 
its stressed finances. The 
US housing market down- 
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months by flying to 
London's Stansted airport 
and Australia's Gold Coast. 
Tony Fernandes, the 
founder of Air Asia X, had 
been looking for a partner- 
ship with Sir Richard 
Branson's Virgin group, 


turn and tightening credit 
has triggered a wave of 
problems for the mortgage 
Industry. Many economists 
are blaming the crisis on 
exuberant brokers who lure 
borrowers into mortgage 
deals. According to the 
influential financial 
analyst, James Cramer of 
TheStreet.com, as many as 
7 million people will default 
on their home loans in the 
US in the next two to three 
years. In the 1990s, home 
ownership rates in the US 
were fairly stagnant. In an 
effort to extend its business 
and in response to the 
federal mandate to open up 
housing to more Americans, 
the mortgage industry 
created loans with looser 
guidelines for credit and 
income qualification, which 
made home buying more 
affordable to more people. 
Subprime lenders naturally 
foreclose on properties at a 
much higher rate than 
conventional lenders. 
Statistics show that 
approximately 3.3% of 


INTERNATIONAL 


which would help them 
handle traffic from Asia to 
Europe and Australia. The 
alliance between Virgin and 
Air Asia X would compete 
against SIA. Over the next 
few years, Air Asia X aims 
to expand routes from 
Kuala Lumpur to India, 
China, Australia and 
Europe. Malaysia said this 
week that, to support Air 


Asia’s aspirations, it would | 


amend a committed 


terminal for budget airlines | 


near Kuala Lumpur 
International Airport. 


subprime loans end up in 
foreclosure compared to 
1.1% for conventional loans. 
With an increasing number 
of subprime house foreclo- 
sures, the subprime 
meltdown began in 2006. 
The chairman of the US 
Federal Reserve, Ben 
Bernanke, has warned that 
the subprime mortgage 
crisis is far from over. 
“Rising delinquencies and 
foreclosures are creating 
personal, economic and 
social distress for many 
homeowners and communi- 
ties, problems that will 
likely get worse before they 
get better,” he said. 
Prescribing methods and 
guidelines were put forth in 
June 2007 with the hope of 
preventing fraud and 
abusive lending in the 
future, regulating the 
mortgage industry, and 
enhancing the laws to 
assess the borrower's 
ability to pay as well as 
make sure there is a much 
clearer understanding on 
the terms of the loans. 


Mattel’s Major Recall 


US-based Mattel, the 
world’s largest toy maker 
has recalled 1.5 million 
Fisher-Price toys due to 
concerns about excessive 
levels of lead paint. Again, 
in August, the company 
announced that it was going 
to recall more than 18 
million China-made toys, 
worldwide, including nine 
million in US, following 
fears about small magnets 
which could work loose. Also 
recalled due to magnet 
dangers were 1 million 
Doggie Day Care, 683,000 
Barbie and Tanner play 
sets, and 345,000 Batman 
and one-piece play sets. 

Just as it prepares for 
the critical holiday season, 
a new Mattel recall marks 
the latest in a string of 
recalls that have rocked the 
toy industry. “The safety of 
children is our primary 
concern, and we are deeply 
apologetic to everyone 
affected,” said Robert 
Eckert, Mattel Chief 
Executive. 

The Consumer Product 
Safety Commission (CPSC) 
said that magnets can come 
loose and be swallowed; but 
CPSC said that no injuries 
had been reported because 
of the toys, and that they 
were recalled in large 
numbers as a preventive 
step. With more than 80% 
of the toys sold worldwide 
being made in China, toy 
sellers are nervous that 
shoppers will shy away 
from their products. 
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High Oil Prices 


Implications for Global Economy 





17 | ү. 


The importance о! energy is not new; it is only in the process of being 


rediscovered over and over again. It is oil which constitutes the major part of 
the global energy-mix. Oil, like most commodities, is traded in the US Dollar 
(USD). The value of the USD and oil prices tend to influence each other. The 
main aim of this article is to assess the consequences of the latest upward 
trend in oil prices and the way it impacts the world economy and 


international monetary system. 


ontrary to expectations, higher 

oil prices have failed so far to 

generate excessive inflation and 
recession. But this does not imply that 
the current upward trend has gone unno- 
ticed. The major OPEC members (oil 
producers), due to their absolute depen- 
dence on oil revenues, are becoming im- 
portant agents inside the international 
monetary system. Their increasing sig- 
nificance exerts influence on the way the 
US current account deficit is being fi- 
nanced. As oil is still invoiced Àin USD, 
there are reasons to believe that the spe- 
cial relazionship between the oil produc- 
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ers and the US current account deficit 
should be preserved. However, preserv- 
ing strong links between oil producers 
and the USD bears hidden costs as well. 
It makes the task of diversifying oil pro- 
ducers’ economies more difficult. There- 
fore, efforts undertaken by some oil pro- 
ducers to launch a currency union seem 
interesting. If this idea works in the long- 
run, it may have an important impact on 
geopolitics. 

The current upward trend in oil 
prices seems to be the longest in the his- 
tory of this commodity. It started in early 
1999 when oil prices bottomed out fol- 


lowing long-lasting decline which began 
in the early 1980s of the previous cen- 
tury. There are lots of reasons for the 
price-hikes. The current trend is driven 
by the strong demand for oil coming from 
China, India and the Middle East. An- 
other important element behind this 
upward trend has to do with geopolitical 
issues. Those are linked to the enormous 
instability in the Persian Gulf ever since 
the US and her allies have occupied Iraq, 
not to forget the many other looming 
battlefields in the Middle East. The geo- 
political dimension is also related to the 
phenomenon of resource nationalism. 
We can observe this all the way from 
Venezuela to the Russian Federation. 
Their leaders have launched waves of 
renationalization of the energy industry. 
One should, however, not forget that it is 
nothing particular for oil and gas produc- 
ing countries. Resource nationalism has 
always shaped history. 

High oil prices have changed the 
world economy in many ways. Contrary 
to expectations the current upward 
trend has so far failed to generate either 
strong inflationary pressure or reces- 
sion. The most recent threat of a global 
breakdown of the economy is much more 
linked to the disruption inside the credit 
markets, which have been strongly influ- 
enced by the hedge fund businesses. 
Those funds have also played a specific 
role in the speculation-driven increase of 
commodity prices. 

Another reason for the high oil price 
level, which has been with us since sum- 
mer 2004, stems from the lack of infra- 
structure both upstream and down- 
stream. Years of underinvestment in the 
oil sector—the result of low oil prices 
that prevailed in the late 1980s and 
1990s—has only aggravated the prob- 
lem. The windfall gains obtained re- 
cently by oil exporters have helped to 
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ease the strain as that part of the money 
is being redirected to extra investment 
aimed at reducing the strain. 

However, the rising resource nation- 
alism among resource owners makes 
global investors—international oil com- 
panies in particular— wary of investing. 
The latest behavior of Russian authori- 
ties, as a matter of fact, forced the oil 
giants Royal Dutch/Shell and British 
Petroleum to revise their earlier agree- 
ments. Similar incidents have been ob- 
served in Venezuela. When it comes to 
the Middle East and other key players 
within OPEC, the situation is more com- 
plex. While some countries are either 
quite open to foreign investors (Qatar, 
Algeria, and more recently Libya) or do 
not exclude foreign participation (Iran 
with its rather complex buyback sys- 
tem), in Saudi Arabia it is almost im- 
possible for international oil companies 





to go upstream. With producers and con- 
sumers at loggerheads, the highly chal- 
lenging task of updating the oil up- 
stream sector may be more difficult than 
originally imagined. 

The task of upgrading the oil sector 
in order to enable it to meet the rising 
demand is not the only challenge stem- 
ming from current tendencies in the 
world oil markets. High oil prices have 
contributed to enormous financial out- 
flows from oil producing countries in 
search of higher returns. Much of these 
outflows have been heading towards the 
US attracted by relatively high interest 
rates aimed to finance the US current 
account deficit. Along with the Asian 
monetary authorities, oil producers have 
turned into a key pillar in financing the 
US trade gap. Almost endless amounts 





of money coming to the US have contrib- 
uted to a significant rise in global liquid- 
ity. This state of affairs bears far-reach- 
ing consequences as rising liquidity is 
the best possible incentive for a decrease 
in risk aversion. As a result of this de- 
crease, the appetite for risk has been on 
the rise. But the most recent events in 
financial markets are pointing to the 
fact that the long-lasting party is coming 
to an end. Falling share prices, along 
with fears of an even greater credit 
crunch on both sides of the Atlantic, 
prompted major central banks to inter- 
vene in order to boost the disappearing 
liquidity in the market in August 2007. 

Under these particular circum- 
stances, the eventual reaction of oil pro- 
ducers, as far as their big oil revenue- 
driven surpluses are concerned, is of sig- 
nificant importance. Their eventual 
withdrawal from the US assets may re- 
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"High oil prices have contributed to enormous | 
financial outflows from oil producing countries in | 
search of higher returns." 


— *Dr. Pawel Kowalewski, PhD, is an Economist 


| 
| 
specializing in the world economy | 
| 
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sult in further deterioration of the situa- 
tion. These issues matter as they may 
pose some more clues when it comes to 
the issue of the future of the USD as oil 
settlement currency. Right now, with 
only a few politically-driven exceptions, 
much of the oil trade is still settled in 
USD. This fact in itself is the major ar- 
gument for oil producers, mainly those 
located in the Middle East, to sustain 
the value of the American currency at a 
relatively stable level. After all, any fall 
in the value ofthe greenback will cause a 
fall in their oil revenues. But this argu- 
ment is only part of an equation, and now 
there is a need to take a look at the other 
side of it. 

To make this analysis more precise 
and consistent, it is worth considering 
the alternative cost of preserving the 


High Oil Prices 


petrodollar peg, with particular refer- 
ence to the states of the Gulf Coopera- 
tion Council or the GCC (a group of coun- 
tries comprising Saudi Arabia, the UAE, 
Kuwait, Qatar, Oman and Bahrain). In 
spite of the high revenues coming from 
oil trade, the GCC's priority is to make 
their economies less dependent on oil. 
The process of diversifying their econo- 
mies requires a stable environment and 
more room to conduct independent mon- 
etary policy. By tying their currencies to 
the USD, these countries are importing 
macroeconomic credibility from the US. 
But since there is no cycle convergence 
between the US and the ССС states, 
this kind of import may expose the GCC 
economies to big cycle divergence. Al- 
though it cannot be taken as a rule, 
higher oil prices usually generate the 
threat of recession, therefore, prompting 
the Federal Reserve to cut rates. The 
same scenario generates huge windfall 
gains for the GCC, and in their case a 
more restrictive monetary policy would 
be desirable. Some of these countries are 
already experiencing a high degree of in- 
flation and, under these circumstances, 
resort to further purchases of US assets, 
which can only aggravate the situation. 
The risk of an increasing price level is of 
relevance as there is rising evidence that 
the official indicators tend to underesti- 
mate inflation in the region. For in- 
stance, according to alternative indica- 
tors, the rate of inflation in the United 
Arab Emirates is running at about 15% 
annually. And the latest food price in- 
crease worldwide may only aggravate 
the trend. That is why it can be concluded 
that the GCC states are paying a high 
price, from the point of view of macroeco- 
nomic policy, in order to free their oil rev- 
enues from the exchange rate risk. 
Nevertheless, there is one more ele- 
ment which hinders considering an exit 
from the USD peg, and it is a political 
one. It is the fear that this kind of deci- 
sion could be perceived as a politically- 
motivated one. Additionally, it can exac- 
erbate the already sensitive relations 
with the US. The political factors should 
never be underestimated. The extremely 





* — University Teacher in Vienna and Warsaw. He was the Chief Advisor to the Minister of Finance of the Republic of Poland, Miroslaw Gronicki. 
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unpopular US fcreign policy can only 
hasten such a decision. In order to avoid 
a situation under which an exit from the 
USD could be perceived as a politically- 
motivated decision, far-reaching analy- 
ses are needed to convince that this exit 
is mainly an economic decision and its 
benefits are not confined to the GCC 
states. Actually, :t is in the interests of 
the US and the whole global economy. By 
prolonging the existence of the status 
quo, namely financing the US current 
account deficit, the GCC states are 
merely postponing the adjustment of the 
US economy. In the economy, nothing is 


disturbing." 


Teacher in Austria and Lebanon 


infinite as the hailers of the so-called 
New Economy had an opportunity to con- 
vince themselves in 2001. Therefore, an 
adjustment in the US economy in order 
to decrease the current account deficit is 
inevitable. There are already some signs 
that the US current account deficit is de- 
creasing, but it still seems to be far too 
big. That is why, allowing the GCC to fi- 
nance the US deficit further will make 
this adjustment more abrupt and pain- 
ful with dire consequences for the whole 
global community. Therefore, preserving 
the current status quo is dangerous and 
the GCC countries should be encouraged 
to implement changes instead of being 
condemned for doing it. 

The complexity of all these chal- 
lenges is forcing the GCC to look for new 
solutions. Implemertation of a currency 
union in the region is an idea worth con- 
sidering. Arguments in favor of the cur- 
rency union in the GCC region are strong. 
These economies share а lot of common 
economic features and above all have the 
same priority which consists in diversifi- 
cation of their domestic economies. Com- 
mon cultural and historical background 
should make the task of accomplishing 
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.. “The current high oil prices have failed to have any 
major negative effect on the world economy, although 
the latest events in financial markets are quite 


| 
| — Dr. Karin Kneissl, s an Energy-Analyst and University 


joint economic policies even easier. Obvi- 
ously, there are differences between 
these economies, but their scale and 
magnitude should not be perceived as a 
serious obstacle in achieving joint cur- 
rency. 

The GCC initiative to introduce a 
currency union is a logical continuation 
of the unification process which goes 
back more than a quarter of a century. In 
December 2000, the Supreme Council of 
the GCC gave the order to deliver work- 
ing plans. In spring 2001, special work- 
ing groups were set up to explore all the 
conditions needed to implement the 





union. The results were presented in 
Muscat in December 2001. According to 
the scenario presented in Muscat, the 
currency union was supposed to be intro- 
duced in 2010. 

With less than three years to go, 
there are some details which need to be 
fixed. The latest decision by Oman to 
withdraw from the project casts a 
shadow on the feasibility of this dead- 
line. Regardless of a delay, this initia- 
tive should be watched closely. Even if 
this initiative goes according to the 
GCC plans, the newly conceived cur- 
rency will not be able to match the 
dominating position of the USD as mar- 
ket participants are usually affected by 
a sort of inertia which inhibits quick 
switch from one currency to another. 
Apart from this, the USD market offers 
such a high degree of liquidity that try- 
ing to switch to another currency based 
on economic factors may result in ex- 
treme difficulty. 

Nevertheless, the debate about a 
new GCC currency can be a good starting 
point for the discussion about the future 
of the oil industry. In the short run, the 
future of the GCC eurrency union does 


not look bright from the point of view of 
invoicing the oil trade; the long-term fu- 
ture looks more encouraging. Right now, 
there is a wide geographical diversifica- 
tion of oil supply. However, in the years 
to come, this diversification will shrink 
as more and more oil proven reserves 
will be depleted. Therefore, it may make 
sense to look at countries which dispose 
of the largest oil-proven reserves. Out of 
the five largest owners of oil-proven re- 
serves, three of them come from the 
GCC. In other words, right now oil deliv- 
eries from the Middle East can be easily 
substituted with oil coming from differ- 
ent parts of the world. According to esti- 
mates by the International Energy 
Agency, this diversification will almost 
cease to exist by 2030, thus giving more 
room for the GCC states to switch oil 
trade to their own currency. Obviously, 
the feasibility of this scenario will hinge 
upon a number of factors. The world is 
in possession of unconventional oil; 
however, exploration of this kind of oil is 
expensive and can result in lots of exter- 
nal costs, such as environmental dam- 
age and wastage of water and natural 
gas, leaving owners of conventional oil 
reserves in a privileged position. 

To conclude, the current high oil 
prices have failed to have any major 
negative effect on the world economy, al- 
though the latest events in financial 
markets are quite disturbing. But those 
are related to a credit squeeze linked to 
the hedge funds. Perhaps, the most im- 
portant consequence is an emergence of 
major oil suppliers as key players in the 
international monetary system. Their 
position looks pretty strong as more 
and more voices are joining the chorus 
that a current increase in oil prices 
seems irreversible. This is due to the 
fact that it seems hardly feasible to 
saturate demand for oil among the de- 
veloping countries. This gives a power- 
ful weapon to all the advocates of the 
resource nationalism and it also points 
to the fact that high oil prices will most 
probably cause far-reaching conse- 
quences on the geopolitical stage.m 


— Karin Kneiss! and Pawel Kowalewski 
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HIDDEN 
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Why are some Indian 
cities more successful 
{Пап others? 


The Special Program in Urban & 
Regional Studies at ће 
Massachusetts Institute of 
Technology (MIT) and the 
Centre for Development 
Finance at the Institute for 
Financial Management & _ 
Research (IFMR) are jointly 
organizing an international 
competition for the best 
research paper on India's 
urbanization. The aim of this 
competition is to highlight and — ^ 
analyze "hidden successes": 
cases of successful planning 
and policy initiatives that are 
usually overlooked. 


Entry forms, guidelines for 
entries and more information on 
the competition are available at 


К. Каппап 
Director, IFMR 


Bishwapriya Sanyal 
Director, MIT SPURS 


"mu" Massachusetts 
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Saga of US Subprime Loans 


Lessons for India 





Effective monitoring is sine qua non for stability in financial markets, which 
again is essential for economic growth. 





eading a feature on the US 

subprime lending mess in a re- 

cent issue of the Financial 
Times that narrated how a small com- 
pany in California offered services that 
can show a low cred:t-score borrower as 
an "independent contractor on its pay 
roll and also provide a payslip as 'proof 
for a fee of $50 and give a glowing refer- 
ence about him to the lender for an addi- 
tional fee of $25—all to enable the low- 
rated home loan seeker to avail the 
loan, one wonders if American borrow- 
ers are in anvway different from their 
counterparts in India. A true globaliza- 
tion of the art of seeking bank loans! 
This commonality doesn't end here: 
even lenders are reported to have made 
few checks about the creditworthiness 
of prospective borrowers while granting 
mortgage loans to such out-of-pocket 
borrowers. The net result is free flow of 
mortgage loans. 
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How all this happened 

Anecdotes aside, today's freely flowing 
information about the mayhem in the 
US subprime market raises a funda- 
mental question: How come such a ma- 
ture market allowed credit to flow so 
freely? And there appears to be no 
single answer, for it is a culmination of 
one leading to the other and ultimately 
the whole impacting the financial sys- 
tem with so much more synergy that it 
is today sending ripples all around the 
global markets. If one looks at the whole 
episode dispassionately, its origin can 
safely be traced to the US tech-stock 
bubble burst and the September 11 ter- 
rorist attacks that pushed the US 
economy into recession in 2001. The 
Fed, taking a cue frem the experience of 
the Japanese central bank's inability to 
stimulate economic growth and shovel 
its economy out of deflation, in its anxi- 
ety—as reflected in one of the state- 


ments, “Еуеп though we perceive risks 
(of deflation) as minor, the potential 
consequences are very substantial and 
could be quite negative" —to checkmate 
recession turning into deflation has un- 
dertaken a series of interest rate cuts. 
The lowest interest rate of 176 almost 
stayed for a year. The theoretical under- 
pinning behind such series of interest 
rate cuts is obvious: they are expectec 
to encourage housing and consume! 
spending till at least the business in 
vestments and the resulting export: 
pick up momentum, so that deflatior 
can be kept at bay. 

But the continued low short-term 
interest rates, that too, for such а long 
period, overstimulated the US housing 
market, creating hype around real es 
tate. Indeed, it is the increased appetit« 
for house loans that was incidentall) 
pampered by easy availability of credi 
and consumer spending against per 
sonal borrowings that has kept the Ut 
economy in good shape. It is not that th: 
Fed executives were happy with sucl 
policies, for there was a nagging fea 
among them that such policies coul 
possibly lead to distortion in th 
economy, but they felt helpless excep 
to resort to such risks as there was п 
other way than to keep the deflation un 
der check. That's what indeed echoes i: 
what Alan Greenspan had to say re 
сеп у: “Central banks cannot avoi 
taking risks. Such trade-offs are an ir 
tegral part of policy. We were alway 
confronted with choices." On hindsigh: 
one may find fault with the Fed's pol 
cies, but it is a fact that it is the sam 
policies, which have helped the U 
economy grow steadily — without bein 
affected either by deflation or inflatior 


Slack monitoring is the real culprit 
It is, of course, a different matter th: 
these very policies are today proving 
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be instrumental in messing up not only 
the US credit market but also the global 
financial markets. In fact, more than the 
policies per se, it is the overenthusiasm 
(or greed?) ofthe market players to maxi- 
mize their returns on investments in a 
low interest rate scenario that led to 
such massive accumulation of subprime 
loans of poor quality, which could today 
generate systemic risk shaking up the 
world markets. The low interest rate 
policies of the Fed made Wall Street 
banks and the investors at large look for 
profitable alternatives. In this jambo- 
ree, home loan lenders, taking advan- 
tage of strong investor appetite for high- 
yielding securities, could easily sell their 
portfolios of high-return and high-risk 
home loans to Wall Street banks. These 
banks, in turn, could repack these loans 
into investment securities —collateral- 
ized debt obligation bonds — and sell to 
investors such as international banks, 
hedge funds, pension funds, university 
endowments, private investors, etc. 
around the globe. It is such easy avail- 
ability of funds that encouraged lenders 
to reward their brokers most generously 
for generating volumes under mortgage 
loans. In the process, neither did the 
lenders ask questions about the income 
levels of intended borrowers nor did they 
bother to verify the default history of the 
prospective borrowers. Neither down 
payment was an issue. Such easy flow of 
credit perhaps encouraged many to get 
away with deliberately misstating their 
incomes backed by fraudulent certifi- 
cates in connivance with brokers and 
walk away with even multiple loans. Cu- 
mulatively, the origination of mortgage 
loans, according to one report, had al- 
most touched an astronomical figure of 
$600 bn in 2005 and 2006 as against 
$160 bn in 2001. 

According to one version ofthe press, 
the level of scrutiny of earnings and veri- 
fication of antecedents of prospective 
borrowers by the lenders was so poor 
that 45% of all subprime loans given in 
2006 went to such borrowers who had 
not even documented their income fully, 
which means they had an easy way of 
overstating their creditworthiness in 
order to avail of home loans. In short, 
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the whole supply chain of financing— 
both up and down side of the chain— 
was inflicted with fraud: borrowers had 
lied about themselves to get a better 
rate and large loans, loan officers lied 
about terms of loans— very few were ex- 
plained how interest rate under adjust- 
able-rate mortgages behaves once the 
Fed returns to normal interest rates, 
they even lied to banks about the credit- 
worthiness of borrowers, and apprais- 
ers lied about the value of properties 
involved. And yet, these poor-quality 
loans could be sold in the secondary 
markets that too, with appropriate rat- 
ing from rating agencies, and merrily 
carry on the leveraged lending. That is 
what indeed Fed Chairman, Ben 
Bernanke said in his presentation to 
lawmakers: “The recent rapid expan- 
sion of the subprime market was clearly 
accompanied by deterioration in under- 
writing standards and, in some cases, 
by abusive lending practices and out- 
right fraud." 

What is ironical about the whole epi- 
sode is that the very mechanism of dis- 
tributing risk by bundling it into mar- 
ketable collateralized debt obligations 
and selling to willing investors across 
the globe as a scientific tool for manage- 
ment of liquidity and interest rate risks, 
has itself created today's contagion. Re- 
ports indicate that some such products 
used to sell the home loan securities are 
so opaque that markets could hardly 
evaluate their worth. Yet, investors have 
gobbled up the issues—tranche after 
tranche. Such was the hunger for these 
investments among those classes of pri- 
vate investors who, driven by stock mar- 
ket collapse and low interest rates pre- 
vailing between 2001 and 2004, looked 
for exotic securities to boost their re- 
turns. And, importantly, all this became 
possible only because there was no rigor- 
ous supervision of mortgage lenders. 
^We didn't have that, and we're paying 
for it now,” said Edward Gramlich, a Fed 
Governor, in Washington, which summa- 
rizes the whole episode aptly. 


Consequences of slack 
monitoring 
The net result of such delinquencies is: 


today subprime borrowers are default- 
ing on their loans. With falling house 
prices and rising interest rates, de- 
faults have only touched record levels, 
for the current worth of the houses fi- 
nanced are far less than the mortgages. 
As a result, lenders are pushed into 
bankruptcy. Investment banks have 
suffered huge revenue losses. Some of 
the highflying hedge funds have col- 
lapsed — Bear Stearns is one among 
them. The once free-flowing liquidity in 
the global financial markets has sud- 
denly dried up. The huge losses suffered 
by some of the big international Euro- 
pean banks, such as BNP Paribus, 
NIBC, and IKB of Germany in their sub- 
prime mortgages portfolio—a class of 
high-return high-risk home loans of low 
creditworthy borrowers—have sent 
strong signals of credit risk that made 
the asset-backed securities market 
stand-still. The overnight borrowing 
rates have skyrocketed in the European 
inter-bank market. This made ECB in- 
ject €94.8 bn into money market to re- 
plenish the dried up liquidity and re- 
store “orderly conditions in the euro 
money market.” Even this could not 
stop the systemic risk rocking the glo- 
bal financial markets. On the other 
hand, as a result of ECB’s intervention 
in the money market, the prices of gov- 
ernment bonds—both in eurozone and 
the US have gone up with a correspond- 
ing fall in yields, while the cost of insur- 
ing a corporate default via derivatives 
has gone up. 

All this, in turn, transformed into a 
perfect storm of systemic risk causing 
havoc across the global stock markets. 
One after the other, stock indices 
tumbled down—the FTSF of the UK 
lost 1.83%, Germany’s Dax index lost 
2% and France’s CAC-40 lost 2.17%. In 
the meanwhile, the European liquidity 
problems automatically spilled over to 
the US moving its benchmark Federal 
funds rate to more than 5.75%, as 
against the Federal Reserve's target 
rate of 5.50%. The act of Fed staying 
glued to its stated objective of inflation 
control and, thus, not announcing the 
anticipated interest rate cut and the 
appreciating yen have perhaps cumula- 
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tively further worsened the gravity of 


the calamity that is already wreaking 
havoc in Asian and European markets. 
In the meanwhile, true to their nature, 
FIIs have started withdrawing their in- 
vestments from emerging markets to 
sustain the losses incurred under 
subprime loan exposure. 

The woes inflicted by the US credit 
market are so intense that even an infu- 
sion of $76 bn by the Fed into the 
troubled banks, could not arrest the free 
fall in the markets. On August 15, the 
Dow Jones industrial average fell by 
167.45 points closing at 12,861.47, 
which, incidentally, is its first close be- 
low 13,000 since April 24. Many ana- 
lysts are of the opinion that the current 
situation is more akin to the 1997-98 
giobal financial crisis that pushed the 
economies of many countries into reces- 
sion but the US Treasury Secretary, 
Henry Paulson, is ef the opinion that 
:hough some "entities will cease to ex- 
ist”, the market ‘adjustment’ will ро on 
and the US economy will still keep 
growing. He averred that the current 
turmoil in the global financial markets 
would hit the US growth but would not 
push it into recession. There is a strong 
belief among the market analysts that 
looking at the continued disarray in the 
global financial markets and the result- 
ing credit crunch, the Fed may ulti- 
mately resort to interest rate cut. All 
this leads to a conclusion that in the 
days to come, if there are more an- 
nouncements of serious liquidity prob- 
lems in major hedge funds or banks, 
which is, of course, not unlikely, the situ- 
ation can turn into a full-blown global 
crisis warranting many adjustments 
and corrections from many quarters. 


Lessons for India 

India has, of course, no direct connection 
to the US credit market, and yet its im- 
pact on the Indian stock market has 
been pretty severe: On August 18, the 
Sensex lost 643 points in a single day's 
trading falling to 14,358, and rupee 
crashed by 1.5% —the biggest fall ef a 
day during the current fiscal. Some 
banks, such as ICICI Bank, State Bank 
of India and Bank of India are reported to 
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have some exposure to the US subprime 
loan market in the form of collateralized 
debt obligations, credit default swaps 
and other derivative instruments, but it 
is said to be of no significance. 

The real ‘take home’ from this epi- 
sode for the Indian monetary authorities 
is: Indian markets are no longer insu- 
lated from global happenings and, hence, 
regulators must be quite vigilant and 
rigorous in their monitoring of the finan- 
cial system. Any let-up in this regard is 
sure to make us highly vulnerable to the 
after-effects of such global mayhems. It 
also teaches us that monitoring the 
credit portfolios of banks—particularly, 
as Henry Paulson said, “When you have 
periods of benign markets, particularly 
in situations where parts of markets and 
the economy are growing at levels that 
are unsustainable, market participants 
aren't going to be as vigilant as they 
should be"—is a must, for any let-up in 
this regard is sure to destabilize the very 
financial architecture of the country. 
Equally important is that banks, the ul- 
timate lenders, have to exercise utmost 
prudence while originating loans and 
should not particularly get carried away 
by short-term gains. 

Here, it is worth recalling what 
President Bush in his reaction to the cor- 
rect subprime loan crisis said: "We've a 
lot of really hardworking Americans sign 
up for loans and, truth of the matter is, 
probably didn't fully understand what 
they were signing up for." The way in 
which the home loans portfolio of Indian 
banks has surged in the recent past 
makes one believe that the remarks of 
Bush are equally applicable to Indian 
home loan borrowers. And that is where 
monitoring of credit portfolios of banks 
by the RBI assumes greater significance. 
More so, when it is becoming increas- 
ingly clear that “monetary policy oper- 
ates not only through the money channel 
but also through the credit channel." 

With the kind of financial deepening 
happening outside the helm of central 
banks, and the speed with which the in- 
tegration of financial markets is pro- 
gressing, the kind of control that they, 
as monetary authorities, could exercise 
is getting reduced. This warrants cre- 


ation of new ways of controlling non- 
monetary components of liquidity in the 
financial system, and also use of such 
products which can send right and effec- 
tive signals to the market about the cen- 
tral bank's stance on monetary policy. 
Indeed, it is the ability of monetary au- 
thorities to communicate their policies 
to the public in clear and transparent 
way — which is said to be weak in emerg- 
ing market economies —that decides the 
successes of their very monetary policy 
amidst such external threats, which 
have today became routine. 

In the ultimate analysis, one won- 
ders if a central bank can ever say what 
William Poole of the Federal Reserve 
Bank of St. Louis could say —^The pun- 
ishment has been meted out to those 
who have done misdeeds and made bad 
judgments" — and wash off its hands. Or, 
should a central bank bail out the banks 
with necessary assistance such as injec- 
tion of fresh liquidity as ECB Fed did? 
Economists, of course, disagree with 
such bailout of erring banks by central 
banks, for it results in moral hazard that 
can be a source for yet another bigger 
problem in the future. In their opinion, 
cut in interest rate such as what Fed did 
during LTCM crisis and now the cut in 
discount rate, is what creates moral haz- 
ard, and it is sure to encourage market- 
players to bet on one-side. Instead, they 
prefer penalizing those who misman- 
age their balance sheets. Ethical argu- 
ments aside, Indian economy is cer- 
tainly not that big and robust enough to 
absorb such shocks, which means, it 
could only rely on prophylactic mea- 
sures to keep its financial markets 
stable. This makes effective monitoring 
of both monetary and financial market a 
must. In today's scenario, monetary au- 
thorities need to shift from their act of 
routinely scrutinizing the known vari- 
ables to an act of anticipating the 
'unknowables' and monitoring for their 
occurrence with suitable alternatives in 
hand to mitigate their adverse impact 
well before it becomes a storm throwing 
the market into complete disarray.m 


— GRK Murty 
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IT'S YOUR MONEY. 


YOU SHOULD BE IN CONTROL, NOT YOUR 


RELATIONSHIP MANAGER. 


Well, that's what most unsuspecting investors do - let 
their "relationship managers" take all the decisions. What 
investors do not realise is that many of the recommendations 
given by some relationship managers are aimed at meeting 
their objectives, not yours. The relationship manager wants 


to maximise his commissions. 


Do you remember the number of times your relationship 
manager pushed you to invest in a New Fund Offer (NFO)? 
Of course he will NFOs offer higher commissions as 
opposed to existing funds with established track records. 
Some relationship managers spend all their time worrying 


about their commissions. And this in turn should worry you. 


50 we decided to help you with the tools to take decision- 

making into your hands. No, don't panic, you do not have to 
do any analysis of your own. We assure you of that. All you 
need to do is subscribe to FundSelect Plus, the mutual fund 
portfolio recommendation service from Personalfn. As a 
subscriber, you pay us a one-time subscription fee and we 
give you our honest, independent views. We have a 10-year 


track record in identifying funds best suited for investors. 


Here's something you must know: 


E We do not benefit if you invest in the funds 
recommended by us. 
E We do not favour a "churn" in your portfolio. 


и We aim to deliver higher returns - with lower risk. 


Benefits of being a FundSelect Plus Subscriber! 


J Three portfolios that invest in equity funds, 
based on the level of risk you wish to take 


J Three portfolios that invest in debt funds, 
based on how long you wish to invest 


/ А monthly Investment Ideas note 





Weekly reports that analyse leading mutual 
fund schemes 


и Research on New Fund Offers - are they really 
worthwhile investments? 


MyPlanner to track your cash flows and 
balance sheet 


subscribe today for a Wealthy Future! Call our representatives on 
092232-63403 / 092233-20146 or log on to www.personalfn.com/fsplus 


FUNDSELECT 
Mutual Fund Portfolios 





personalfn.com 


Money. Simplified. 


Personalfn and Fundselect Plus are service marks of Quantum Information Services Pvt. Ltd., 
15, Khetan Bhavan, 198, J Tata Road, Churchgate, Mumbai - 400 020. 
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Global Savings Glut 


Pros and Cons 


One result of the boost to global savings over the past decade has been the 
downward pressure on the real rate of interest. 


—John Freebairn 


Professor of Economics, The University of Melbourne 





Process and trend 

The freeing up of international trade in 
zoods and services and of capital has con- 
tributed to the expansion of international 
trade, both of goods and services and capi- 
tal, to the mutual benefit of buyers and 
sellers. The growth of global savings is 
matched by the growth in global invest- 
ment. Some countries have become larger 
net savers, and effectively are selling se- 
curities today in exchange for goods and 
services in the future. Other countries, on 
the other side of the transaction, are buy- 
ing securities today to fund investment to 
increase production in the future in ex- 
change for selling goods and services in 
the future to repay the borrowed savings. 
Provided that individual countries and 
global institutions continue to favor free 
trade in goods and services, these mutu- 
ally beneficial exchanges between coun- 
tries can be expected to increase. 


Current story 

Three categories of countries have eon- 
tributed to the current global glut of sav- 
ings. The oil-exporting countries, includ- 
ing Russia, Norway and those in the 
Middle East, have saved much of their 
windfall income gains from the more 
than doubling of crude oil prices and the 
increase in quantities. Some of the ad- 
vanced developed countries where the 
population is ageing have increased sav- 
ing for future retirement incomes, and 
they have had relatively reduced domes- 
tic investment opportunities. This cat- 
egory includes Germany, Japan, Swit- 
zerland and the Netherlands. A number 
of the East Asian countries, including 
China, Singapore, Taiwan, South Kerea 
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and Hong Kong, have high investment 
rates, but also very much higher saving 
rates. Partial explanations for the high 
saving rates include the rapid growth in 
income with consumption lagging, and 
self-saving to fund prospective educa- 
tion, health and aged care expenses. On 
the other side of the global capital mar- 
ket, there have beem two sets of coun- 
tries with good investment prospects 
that have exceeded domestic saving. A 
number of the transition economies in 
Eastern Europe and countries such as 
Spain, which are experiencing rapid eco- 
nomic growth via high investment rates 
and the catch-up on world best practice 
technology, are net borrowers. The sec- 
ond group of borrowers on the world 
capital market are the Anglo-Saxon 
countries, including the US, Australia 
and the UK, where policy changes have 
supported large scale productive invest- 
ment and sustained economic growth. 


Impact on world economies 

The expansion of international trade, 
both of goods and services and of capital, 
has increased the opportunities available 
to buyers and sellers in mutually advan- 
tageous and voluntary transactions. 
Trade in goods and services enables coun- 
tries to exploit differences in comparative 
advantages, and in the process to in- 
crease incomes, increase consumption op- 
tions, and to reduce the incidence of pov- 
erty. International trade in capital re- 
flects differences in relative saving pro- 
pensities and opportunities to invest. It is 
a form of inter-temporal trade, whereby 
net saving countries receive a higher re- 
turn on their saving and net investing or 


borrowing countries pay a lower cost and 
can, as a result, undertake additional 
productive investment, which expands 
future output and provides the capacity 
to repay the extra borrowings. 


Impact on global debt markets 
Real interest rates and exchange 
rates play important roles in balancing 
international capital flows and 
international trade in goods and ser- 
vices. One result of the boost to global 
savings over the past decade has been 
the downward pressure on the market 
real rate of interest. In part, the lower 
real interest rate reduces the rewards 
and incentives for saving. At the same 
time, the lower hurdle for investment of 
a lower real interest rate leads to an in- 
crease in investment. As countries— 
just like firms—borrow and increase the 
stock of debt, savers demand and receive 
a higher risk premium. 


Challenges for the future 

One scenario for the future is that the 
current global glut in savings will fall; fon 
example, as the East Asian countries re- 
duce their savings rate and/or raise their 
investment rate, and the oil exporting 
countries spend a higher share of their 
windfall oil income gains on consump. 
tion and investment. For simplicity, as: 
sume also that the borrowing Anglo 
Saxon and emerging economies continue 
to have good investment prospects. The 
fall in global saving will lead to a rise ir 
real interest rates and some reduction ir 
investment levels across all countries 
At the same time, some of the increasec 
investment and consumption expendi 
tures of the net saving countries will flov 
into higher imports from the borrowing 
countries, and this will work to reduc 
their current account deficits.s 
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Global Savings Glut 


Is It Desirable? 


The world has witnessed an unprecedented glut of savings in recent years. This has been driven mainly by 
surpluses of the oil-producing countries and China and Japan. This has led to an increased global imbalance. 
China has invested $200 mn, though a tiny fraction of its $1.2 tn of reserves, in Blackstone, a US private equity 
company. More such equity investments will surely follow. India, OPEC members, and other developing 
countries with large foreign exchange reserves are now seriously considering of emulating China's strategy. 


Also, this saving is funding an increasing number of M&As in the world. To get the right perspectives and the 
likely outcome of this global savings glut, 77е Analyst invited experts David Wyss, Chief Economist, Standard 
& Poor's; Dean Baker, Co-Director, Center for Economic and Policy Research; Jan Lambregts, Head of Asia 
Research, Rabobank and Raveendra Batra, Professor of Economics, Southern Methodist University, Dallas to 
share their views. 


The world is experiencing an unprecedented 
glut of savings. How do you view this trend? 
David Wyss: We think the excess liquid- 
ity will begin to stabilize and dry up. But 
it won’t go away overnight. The recent 
rise in world bond yields is evidence that 
the surpluses are becoming less impor- 
tant. 

Dean Baker: I think that the glut is 
likely to come to an end. Essentially, the 
glut refers to an inadequate aggregate 
demand. This is a sort of an embarrass- 
ment to the economics profession, be- 
cause we are not supposed to believe 
that inadequate demand can ever be 
more than a transitory problem. How- 
ever, it is clear that it was a serious 
worldwide problem in the years follow- 
ing the 2001 downturn. 

I see this period as coming to an end 
because demand has increased rapidly 
in many areas, most importantly China 
and India, but also in much of Latin 
America, and this is now putting up- 
ward pressure on prices. While inflation 
does not threaten to get out of control in 
most economies, it is rising in much of 
the developing world, and there is a rea- 
sonable basis for concern that it will 
rise further, if growth rates increase, or 
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possible if they even continue at the 
same pace. Also, some of the inflation in 
the developing world is likely to be 
passed back to the US economy in the 
form of higher import prices, especially 
if the dollar weakens further. While this 
does not imply a crisis, it does mean 
that inflation is again a problem, re- 
flecting that there are bottlenecks in 
many economies. 

Jan Lambregts: Upwards in the up- 
coming years, after which we should see 
a leveling off and ultimately down- 
wards correction. 

Raveendra Batra: Savings are rising 
almost everywhere except in the US, 
where the saving rate is zero or nega- 
tive. China and Japan are the savings 
leaders, with over 15% of income saved 
by the people. India’s saving rate is ap- 
proximately 10%. 


What has led to this glut? 

David Wyss: The surplus is rooted in 
the surpluses of the oil-producing 
states and China and Japan. These sur- 
pluses aren’t going away in a hurry. At 
the same time, investment in these re- 


gions remains well below saving (even 
in China). 





Dean Baker: The glut was caused by 
very bad policies in the wake of the stock 
market crash in the US. Most impor- 
tantly, the US allowed the dollar to soar 
against other currencies. This led to a 
flood of imports into the US, much of 
which came from the developing world. 
Since there was no corresponding in- 
crease in exports, it implied massive 
current account surpluses for China and 
many other developing countries. This 
surplus is the most immediate manifes- 
tation of the savings glut. The flip side of 
this flood of imports was the loss of more 
than three million manufacturing jobs 
in the US, more than one-fifth of the to- 
tal. This helped deepen the downturn 
and slow the recovery in the US. 

It would have been a far better policy 
if the US had tried to keep a lower-val- 
ued dollar through this period so that the 
trade deficit would have been smaller. 
To some extent, the export surge among 
developing countries was driven by the 
need to repay debts following the East 
Asian financial crisis and a perceived 
need to build up reserves to ensure fu- 
ture financial stability. If the crisis had 
been resolved with a substantial debt 
write-down and the IMF had played a 
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more supportive role so that countries 
did not feel the need to build up huge re- 
serves, developing countries would not 
have felt the need to build up such large 
stocks of reserves and, therefore, to run 
large trade surpluses. 

Jan Lambregts: Globalization, tech- 
nology, competition and free trade have 
brought about an unprecedented global 
boom. Emerging market economies are 
participating vigorously in this global 
boom and enormous income growth/ 
wealth is being generated as a result. Do- 
mestic financial markets in these 
emerging market economies are however 
not sophisticated and well-developed 
enough yet to produce an adequate sup- 
ply of financial products that can store 
this value. In addition, relatively under- 
developed financial markets leave it 
hard to cover many risks in these coun- 
tries, prompting further savings for un- 
expected events. The global boom has 
also seen a sharp rise in commodity and 
energy prices, which in turn have led to 
vast windfall profits in, for example, oil- 
rich Middle Eastern countries. 
Raveendra Batra: Extreme concentra- 
tion of income and 
wealth is raising sav- 
ings around the world, 
except again in the US, 
where rising inequality 
is accompanied by ris- 
ing poverty so that the 
public as a whole is not 
able to save anything. 
The rich Americans 
still save a lot. but a 
growing number of poor 
Americans have gotten 
into debt; their savings 
are negative, and their 
population is so large 
that the overall US 
savings rate is nega- 
tive to zero. 

Rising global in- 
equality, in turn, arises 
from the growing wage 
gap, which is the differ- 
ence between productivity and the real 
wage. I have analyzed this concept in my 
2004 book called, Common Sense Mac- 
roeconomics. Because of monopolistic 
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practices by firms, productivity is out- 
pacing real earnings of workers around 
the planet. As a result, profits апа СЕО 
incomes soar, while 
workers, by and large, 
remain mired in low 
living standards. 
Workers cannot afford 
to save much, whereas 
the business class has 
limits to its consump- 
tion. Hence, the grow- 
ing concentration of in- 
come and wealth in the 
hands of business bar- 
ons is creating a world- 
wide savings glut. 


Whathas been its impacton 
the economies, worldwide? 
David Wyss: The low 
interest rates have 
helped world economic 
growth and made it 
easier for countries to 
borrow. The problem is 
that the low-cost of borrowing has in- 
flated asset prices around the world, and 
these will come back 
down to earth as inter- 
est rates rise. 

Dean Baker: The im- 
pact has differed 
hugely. Japan was 
mired in stagnation 
until the last two 
years. The US has ex- 
perienced weak 
growth, and its em- 
ployment rates are 
still almost 2 percent- 
age points below the 
2000 peaks. Europe 
has experienced weak 
growth through 2003 
and 2004, but recently 
the pace has picked up 
and it now has the 
lowest unemployment 
rates since the early 
1980s. India and 
China's economies have grown spec- 
tacularly through this period, as have 
some of the countries in Latin America. 
The glut definitely meant that growth 





in general was slower than it could have 
been, but this was felt primarily in the 
US and Japan, with Europe feeling 
some slowdown ear- 
lier in the decade. 
Jan Lambregts: The 
global savings glut 
has added to the al- 
ready ample liquidity 
in the past couple o! 
years. Excess liquidity 
has driven down risk 
premiums across the 
board. 
Raveendra Batra: 
The end-product of the 
growing wage gap 1: 
the exploding imbal 
ances around the 
world. These imbal. 
ances appear in tw( 
forms: rising con 
sumer and govern 
ment debt in low-sav 
ing nations such as thi 
US and Australia, ап. 
increasing trade surpluses in high sav 
ing nations such as China and Japan. 
In both cases, the high and risin; 
wage gap is the culprit. As productivit 
outpaces real wages, supply grows faste 
than demand, because productivity i 
the main source of supply, wherea 
wages are the main source of demanc 
The wage gap then creates the deman 
gap or the potential for surplus produc 
tion, which must be eliminated to mair 
tain economic balance. In the US, the о! 
ficial policy is to generate a mountain c 
consumer and government debt, becaus 
debt also feeds demand; in China an 
Japan, the government policy is to mait 
tain an undervalued exchange rate s 
that the surplus production goes abroa 
in the form ofthe trade surplus. This wa 
the growing wage gap or inequality leac 
to debt imbalance in trade deficit cour 
tries and dependence on foreign deman 
in trade surplus countries. 


How has this glut impacted debt marke 
globally? 

David Wyss: The low interest rat 
have made borrowing cheap and eas 
The search for higher yields has co: 
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vinced investors to ignore risk. Credit 
spreads are way below any rational con- 
sideration of risk for most asset catego- 
ries. As this unwinds, companies and 
countries will find access to credit more 
expensive. 

Dean Baker: Lenders have come to 
hugely undervalue risk. Spreads be- 
tween the US government bonds and 
high-yield bonds had been at very low 
levels, until recently. Many investors 
seemed to not appreciate the risk in- 
volved in holding assets such as securi- 
ties backed by subprime mortgages. 
This undervaluation of risk has left 
many investors hugely overexposed. 
The subsequent credit meltdown asso- 
ciated with investors rediscovering risk 
is almost certain to lead to the next re- 
cession. It could be a bad one. 

Jan Lambregts: As said, risk premi- 
ums have been driven down. 
Raveendra Batra: Once the economic 
balance is maintained in each nation 
with mounting debt or trade surplus, 
profits and CEO incomes skyrocket. But 
the CEOs are not satisfied with their 
opulence; they want to 
become even richer. So, 
they speculate in finan- 
cial markets; that is 
why oil prices and share 
markets have been 
soaring in the past 12 
months. Business 
mergers break new 
record with the help of 
borrowing; but now a 
point has arrived that 
much of the world's sav- 
ings have been used up 
in the merger mania 
and savings are becom- 
ing scarce for risky ven- 
tures. This is one rea- 
son why interest rates 
have risen on corporate 
bonds, especially junk 
bonds, and the share markets have 
fallen below their July peaks. The hous- 
ing market is also negatively affected by 
rising mortgage rates. 


What could be its challenges to global 
economies? 
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David Wyss: The economies will have to 
deal with the problems of lower asset 
prices and higher bor- 
rowing costs. This will 
be more a return to nor- 
mal than the emergence 
of a credit crunch, how- 
ever. The biggest prob- 
lems are probably po- 
litical: can politicians 
keep their hands off and 
let markets handle the 
problem, or will they in- 
terfere with the adjust- 
ment and make the 
problems worse? 
Dean Baker: The big- 
gest challenge is man- 
aging the reversal of 
credit market condi- 
tions. The problems will 
be most evident in the 
US housing market, 
where the extraordinary 
appreciation of house 
prices has created more than $8 tn in 
housing bubble wealth over the last de- 
cade. When this 
bubble bursts, it will 
leave the housing sec- 
torin a depression, as 
homebuilding is likely 
to fall by close to 50%. 
It will also have a large 
impact on consump- 
tion, since homeowners 
had been using the eq- 
uity in their homes to 
sustain their con- 
sumption. With much 
of this equity disap- 
pearing, tens of mil- 
lions of homeowners 
will have to cutback 
their consumption. 
There will also be a 
secondary impact. With 
many loans going bad, 
investors will be more reluctant to lend for 
a wide variety of reasons. This can leave 
many firms cash starved and prevent 
them from expanding or modernizing their 
facilities. It is virtually certain that the col- 
lapse of the housing bubble will lead to a 
recession in the US. Most countries in 





West Europe also have housing bubbles. 
These are likely to lose air along with the 
US bubble. If they also 
collapse at a rapid 
pace, then it could lead 
to a worldwide reces- 
sion. 

Jan Lambregts: For 
emerging market 
economies, the chal- 
lenge would be to de- 
velop financial mar- 
kets that can match 
up to their newfound 
economic prowess. 
Raveendra Batra: 
The biggest challenge 
is the housing bubble 
that is now bursting 
around the world, es- 
pecially in the US. 
Since the US public 
saves nothing, the US 
trade deficit is fi- 
nanced by foreign sav- 
ings, which have been buying up Ameri- 
can government and mortgage bonds. 
That brought low interest rates to 
American home buyers, culminating in 
the housing bubble. But now this bubble 
is bursting and many foreigners who 
bought mortgage bonds have lost money. 
If they also exit the US financial mar- 
kets, share markets will collapse around 
the globe, leading to a slowdown and a 
steep recession. That is now the biggest 
challenge. 


Any other comments? 

Raveendra Batra: In my latest book, 
The New Golden Age: The Coming Revolu- 
tion against Political Corruption and Eco- 
nomic Chaos, 1 have predicted growing 
economic chaos, climaxing into a political 
revolution in the US. My time frame was 
that the chaos would start in the summer 
of 2007, with the US being its epicenter, 
and then slowly spread to the world over 
the next three years. Well, as you can see, 
the economic chaos has indeed started on 
time, but this is only the beginning. Much 
more is on its way. Stay tuned.m 


Interviews conducted by Sanjoy De 
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Surely, Islamic finance has come a long way since its active re-introduction about three decades ago. According to some 
estimates, more than 100 financial institutions in over 45 countries practice some form of Islamic finance. Islamic banks 
and financial institutions manage about $300 bn in banking assets, while another $400 bn are in Capital market assets, all 


of which are Shar? 2/-compliant. Though this figure may appear small vis-à-vis $40 tn global equity market alone, its growth 
15 no less impressive by any standards. The market, compared with a mere $5 bn in 1985, is projected to hit the $100 bn 
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The Rise of Islamic Finance 


We can now envisage the new Silk 
Route which financially flows across bor- 
ders between the East and the West, 
thereby promoting international finan- 
cial integration. In this context, the Is- 
lamic capital market, in particular the 
sukuk market, has a major role in 
strengthening this interlinkage. 

— Dr. Zeti Akhtar Aziz 
Governor, Bank Negara Malaysia, 
Malaysia 


n June, last year, when Texas- 

based energy firm East Cameron 

Partners (ECP) raised $165.7 mn 
from Islamic bond markets, it clearly 
signaled that the global perception on 
Islamic bond market is fast changing. It 
was the first bond backed by the hard- 
nosed US government's assets that 
stick to Islamic laws against paying or 
charging interest. In fact, it is not only 
the corporate entities that are lining up 
to tap the fast growing Islamic finance 
market, but even governments such as 
the UK are looking to tap markets for 
Shari'ah-compliant Islamic bonds, also 
popularly known as sukuk. Japan, the 
world's second largest economy after 
the US, is also seriously looking to be- 
come the first Asia-Pacific non-Muslim 
industrialized nation to issue Islamic 
bonds in the hope of tapping capital 
from oil-rich Muslim countries. If it ac- 
tually materializes, then Japan will be 
the first G7 nation to issue the Islamic 
bond on a national basis. The so-called 
sukuk, which would be placed in Malay- 
sia and valued at $300-$500 mn, will be 
launched by the Japan Bank for Inter- 
national Cooperation (JBIC), a sover- 
eign trade promotion and international 
development institution. Next year, 
China, the world's fastest growing na- 
tion, is also expected to issue its first 
sukuk when Kuwait Finance House tar- 
gets the Persian Gulf with a $200 mn 
deal for a Chinese government-linked 
power company. Even Indonesia, the 
most populous Muslim-majority na- 
tion, although officially not an Islamic 
state, is in the midst of revising fiscal 
systems and other regulations to sup- 
port both sovereign and corporate Is- 
lamic-bond issuance. One of the first 
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INTERVIEW 


Bond investors are interested because Islamic bonds offer the opportunity to diversify their 


fixed income portfolios. 


Why has there been a sudden burst of interest 
shewn by western and other non-Arabian countries 
in 'slamic bonds? 

Anouar Hassoune: One has to distinguish 
between issuers of and investors ir Islamic 
boncs or sukuk. Issuers are mainly located in 
the Middle East and Muslim Asia, but 
also— although to a lesser extent—in more 
mature countries of Europe and North 
America. For Muslim borrowers, be they 
companies, supranationals, or sovereigns, 
sukuk are a good way to access the global, 
regional or local debt market while remain- 
ing in strict compliance with the religious 
гшев pertaining to interest or riba. For non- 
Muslim borrowers, sukuk are a convenient way to tap the 
excess liquidity prevailing in Middle Eastern oil-exporting 
countries, the bulk of which are sensitive to the Islamic na- 
ture of investable securities issues. On the investor side, one 
should remember that more than half of the investor base 
interested in sukuk is not located in Muslim countries. This 
means that investors in sukuk are attracted more by the 
cred:t risk of emerging Gulf countries and rising Asian na- 
tions than by the fact that these bonds comply with shari'ah 
(the rule of Islam). The rest of the investor base is made of 
Musiims who, after 9/11 and the vast inflow of liquidity (es- 
pecially in the Gulf), are in search for new investable asset 
classes, preferably compliant with Islamic rules. Sukuk are in 
this respect the ideal investment vehicle, because credit is 
easy to understand, very diversified in terms of risk-return 





Anouar Hassoune 
Credit Analyst 
S&P Paris 





characteristics, and easy to monitor in 
terms of Shari'ah compliance. This ex- 
plains the recent success of the sukuk mar- 
ket. 

Dian Ediana Rae: Islamic Bonds (sukuk) 
are becoming more popular capital market 
instrument and fast growing financial in- 
strument, not only by Islamic issuers but 
also by conventional (non-islamic) issuers. 
It is only natural that investors are always 
^^ seeking Юг an alternative instrument and 
the Islamic bond has emerged as one of the 
most viable instruments in the financial 
market. Its structure can feature credit en- 
hancements so that shari'ah and conven- 
tional issuers can raise finance or obtain 
funds through issuing this instrument. To conventional issu- 
ers, the issuance of sukuk is another mode of attracting 
shari' ah-compliant investors, since they realize that there is 
a huge surplus liquidity in the Middle Eastern countries 
which are looking for high-return investment based on 
shari'ah principles. 

The existence of Islamic bond also provides wider investor 
base for bond issuance. Both Islamic and non-Islamic inves- 
tors are competing to tap this lucrative new market. Recent 
development in some jurisdictions has shown tremendous 
interest in such instruments. Presently, the governments of 
Japan (JBIC) and the UK are looking into issuing their first 
sukuk. By doing this, the UK government expects to boost 
London's position as a center for Islamic finance. Meanwhile 


sukuk which is in the pipeline could be 
the $650 mn deal from Jakarta Mono- 
rail, aimed at easing the Indonesian 
capital’s gridlocked transport network. 


What makes it different? 

Islamic finance diverges from conven- 
tional finance in its strict adherence to 
Shariah or Islamic law, which calls for 
ethical and equitable financing, and 
strictly prohibits speculation and receiv- 
ing or paying interest. The principles gov- 
erning Islamic finance are solely based 
on interpretations from the holy book of 
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the Muslims, the Quran. Two ofthe basic 
tenets of Islamic finance are: first, no in- 
terest can be earned on loans and, sec- 
ond, socially responsible investing. Ac- 
cording to the World Bank, the concept of 
Islamic finance is not new as it was prac- 
ticed in the Muslim world throughout 
the Middle Ages, fostering trade and 
business activities with the develop- 
ment of credit. Later, many concepts, 
techniques, and instruments of Islamic 
finance were adopted by European finan- 
ciers and businessmen. However, what 
is new, the bank says, is the term, ‘Is- 


lamic financial system', appearing only 
in the mid-1980s. It says that while a 
major characteristic of the Islamic finan- 
cial system, which covers banking, capi- 
tal market and all types of financial in- 
termediation, is ‘по interest'. It goes be- 
yond that and is supported by other prin- 
ciples of Islamic doctrine advocating risk 
sharing, individuals’ rights and duties, 
property rights, and the sanctity of con- 
tracts, and places equal emphasis on the 
ethical, moral, social and religious di- 
mensions to enhance equality and fair- 
ness for the good of society as a whole. 
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in the Asian region, Singapore is also trying to adjust its regu- 
lat:on as well as its tax treatment, to adopt this instrument 
in order to enable Singapore compete with Malaysia to be- 
come the hubs for the development of shari‘ah finance in Asia. 

Why does this happen? While sukuk provide the Islamic 
investors an avenue to make shari'ah-compliant invest- 
ments, for the conventional investor, their attraction lies in 
their risk diversification uses. As compared to a conventional 
bond, holding swkuk confers additional benefit to the investor 
—as they aiso give the investor a proportional ownership of 
the underlying asset—on top of the income that they gener- 
ate. In other words, sukuk holders are entitled to a share in 
the revenues generated by the sukuk assets аз well as in the 
proceeds of the realization of the sukuk assets. Such benefit 
does not exist in a conventional bond, since a conventional 
bond issuer is not required to back up their bond with a real 
asset. In general, Islamic capital market can offer all of the 
useful functions of the conventional! capital markets, but with 
the additional value cf fairness and equitable distribution of 
profit. 

Regarding credit rating, the rating of sovereign sukuk is 
the same as the rating of conventional sovereign bonds issued 
by the same country. The fact that the international credit 
rating agencies can assign equal ratings (given the same in- 
vestor) for sukuk and conventional bonds has been making 
sukuk more attractive to investors. In this case, the rating 
agency generally believes that the creditors ultimately rely on 
tne financial strength of the originator for sukuk service and 
principal repayment rather than on the issuer (predomi- 
nantly a special purpose company) and the ‘associated’ assets 
underlying the transaction. Based on this, we may conclude 
that basically зићић bear almost similar characteristics and 
risks as compared to conventional bonds, making them an 
almost perfect alternative for capital market investors in- 
cluding western and non-Muslim :nvestors. 

Hussain С Rammal: Islamic financing as a whole is still in 
its infancy. While the concepts have been there for centuries, 


it only became commercially available in the 1970s. Since 
then, it has grown at a phenomenal rate. 

Interest bearing bonds are not permissible in Islam, but 
Sukuk (Islamic bonds) are asset-backed trust certificates evi- 
dencing ownership of an asset or its usufruct. 

The interest by Western countries is due to a number of 
reasons. The main reason is that Western nations have a sub- 
stantial Muslim population. Many Muslims refuse to deal 
with conventional banks due to the interest bearing elements 
in the financial products. In order to attract the Muslim popu- 
lation, Western countries have introduced Islamic products in- 
cluding Islamic Bonds. It is, therefore, no surprise that banks 
like HSBC and Citicorp are market leaders in the industry. 

Islamic bonds are also viewed as a safer option as there is 

a tangible asset being invested in. As demand for Islamic 
financing increases and more people are willing to invest in 
the system, there is a need for trust in the institution which 
issues the bonds. Major Western banks with their trusted 
brand names provide this sense of security. For example, the 
Malaysian government handed the issuance of sukuk bonds 
to HSBC. 
Mohammed Amin: The interest shown by bond arrangers 
and bond investors needs to be considered separately. Bond 
arrangers, such as investment banks, and those who provide 
services, such as law firms and accounting firms, are inter- 
ested in Islamic bonds primarily because they represent a 
source of fee-earning opportunities. 

Bond investors are interested because Islamic bonds offer 
the opportunity to diversify their fixed income portfolios. In- 
stead of such portfolios being limited to instruments origi- 
nated by issuers in Western countries, they gain exposure to 
issuers located in Islamic countries. Using classical diversifi- 
cation theory, this additional diversification should allow 
bond investors to reduce the total risk in their portfolios for 
any level of total return, if the economic risks of these new 
issuers are not correlated with the economic risks of Western 
bond issuers. Furthermore, many Islamic bonds are issued 


Surge of sukuk 
Islamic finance today is led predomi- 
nantly by sukuk (plural of sak) bonds; 
sukuk is an Arabic word which means 
‘certificates.’ In its simplest form, 
sukuk are analogous to asset-backed 
securities which provide an investor 
ownership right of an asset. The most 
important criteria for the issuance of 
sukuk are the existence of the underly- 
ing assets on the balance sheet of the 
issuing entity, which distinguishes 
sukuk from conventional bonds. 
Unlike the conventional bond, 
which is а contract debt obligation en- 
titling the holder to receive interest as 
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well as principles on specified dates, a 
sukuk holder enjoys proportionate 
share in the revenues generated by the 
sukuk assets as well as in the proceeds 
of the realization of the underlying as- 
sets. Another distinguishing feature of 
a sukuk is that in cases where certifi- 
cates represent a debt to the holder, 
such certificates will not be tradable in 
the secondary market and instead is 
held till the maturity period or sold at 
par. Moreover, adherence to strict 
Sharvah rule, which prohibits specula- 
tion, prevents Islamic investors from 
using conventional hedging tools such 
as interest rate swaps, forwards or op- 


tions to offset fluctuations in interest 
rates and currencies. 

In the last couple of years, the Islamic 
bond market has undergone huge expan- 
sion, partly boosted by the oil-driven fi- 
nancial liquidity in the Gulf and the rap- 
idly growing number of Muslims seeking 
more religiously-sanctioned products. 
However, the western world too has be- 
gun to show interest in the sukuk market 
with several banks, insurers and pen- 
sion funds, particularly from Europe, en- 
tering the fray, with the aim to tap the 
boom in the Gulf economies led by soar- 
ing profits on the back of strong oil prices 
during the past five years. Hussain G 
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with return levels that are attractive from the perspective of a 
Western investor in conventional bonds. 

Prof. Rodney Wilson: Sukuk are attractive to investors, 
including Islamic financial institutions, based in the Gulf. As 
there is substantial liquidity in these economies, thanks to high 
oil prices and revenues, Western countries and other largely non- 
Muslim countries, including possibly India, can tap into this 
liquidity to finance debt issuance. 


How big is the bonds market and what are their 
advantages? 

Anouar Hassoune: The market for sukuk is 
estimated at $85 bn at mid-year 2007. The 
market is divided into two broad categories: 
on the one hand, global sukuk (which are 
listed on global markets and usually de- 
nominated in international currency, mainly 
the US dollar), and on the other hand, local 
or domestic sukuk (which are issued by Mus- 
lim issuers on their respective domestic 
markets, and are denominated in loca! cur- 
rencies). 

Listed sukuk represent roughly one-third 
of total sukuk outstanding, or $30 bn. We, at S&P, do rate 
sukuk for an outstanding amount at mid-year 2007 in excess 
of $12 bn, or 30% of listed sukuk. 

For issuers of sukuk, one advantage is to have access to 
alternative sources of funding, while diversifying funding 
sources. Given the wider appetite for these asset-based (and 
sometimes asset-backed) securities, issuers can broaden their 
investor constituency. In addition, issuers can benefit from the 
vast Gulf liquidity, managed by institutional and individual 
investors more inclined to comply with religious rules. Finally, 
sukuk have upside value embedded in them, reflecting the very 
benign economic environments from which sukuk are issued, 
mainly the Gulf region and South East Asia, both growing very 
fast and where the outlook is positive. 


Dian Ediana Rae 
Deputy Director of Directorate 
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Dian Ediana Rae: Capitalization in the sukuk market 
has been substantially increasing over the last seven years. 
The sukuk market has increasingly grown exponentially since 
2000 with an average growth of approximately 80% per an- 
num. It grew at a slower rate in the beginning, but suddenly 
accelerated in 2003. Initially, the market was limited to the 
domain of sovereign issues; however, realizing its vast poten- 
tial, a number of corporations in the Middle East as well as 
Asia have started to take advantage of this opprotunity. In 
2000, there were only three corporate sukuk 
worth $336 mn. This volume started to grow 
rapidly in 2003 by when there were 57 issu- 
ance worth almost $5.7 bn; and in 2006, the 
figure substantially grew to exceed $27 bn. 

The global sukuk market continued its 
rapid growth in the first half of 2007, edging 
up 75.1% YoY from $14 bn registered a year 
ago. According to the data compiled by Is- 
lamic Finance Information Service (IFIS), 
the domestic sukuk market experienced a 
growth rate of 71.4% YoY while the interna- 
tional sukuk market expanded by 83.3% 
YoY. The first semester of 2007 also saw 
sovereign sukuk issues rise to a total of $4.4 bn as compared 
to $726 mn recorded during the same period last year, while 
the corporate sukuk had risen to a total of $20 bn. In term of 
currency, as at the end of June 2007, Malaysia ringgit-de- 
nominated sukuk represented 70% or $17.2 bn of the total 
sukuk being issued globally. 

In line with the development of Shari'ah banking, the Is- 
lamic capital market in Indonesia is also on the rise. The 
growth of shari'ah bond market is marked by steady expan- 
sion in the amount of Shari’ah bond issues. Till now, 17 Indo- 
nesian corporations have issued Shariah bonds worth almost 
IDR2,209.4 bn ($245.5 mn), with two types of Shariah bond 
so far, namely Гагаћ, accounting for 63% (IDR1,394.4 bn) 
($155 mn) and Mudharabah for 37% (IDR815 bn) ($90.5 mn). 


Rammal of The University of Adelaide 
opines, “The interest by Western coun- 
tries is due to a number of reasons. The 
main reason is that Western nations 
have a substantial Muslim population.” 
He further says, “Many Muslims refuse 
to deal with conventional banks due to 
the interest bearing elements in the fi- 
nancial products. In order to attract the 
Muslim population, Western countries 
have introduced Islamic products includ- 
ing Islamic Bonds.” 

What is also adding to the increased 
interest on part of investors is the grow- 
ing awareness about Islamic finance 
and much quicker acceptance of sukuk 
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as a smart investment avenue. Stan- 
dard & Poor’s, a leading global financial 
services company, estimates that the 
sukuk market is estimated to be worth 
$70 bn, including issuance from Malay- 
sia, Pakistan, and, of course, the Middle 
East. However, it says that the bulk of 
sukuk are over-the-counter instru- 
ments, whereas listed sukuk account for 
only 20-25% of outstanding sukuk is- 
sued worldwide, that is, $10-15 bn so 
far. However, it expects new sukuk issu- 
ance to accelerate and reach $20-25 bn 
in the next five years that could enhance 
liquidity, which is a major drawback of 
the Islamic finance market. 


According to a report by Islamic Fi- 
nance Information Service (IFIS), a re- 
search firm, the global sukuk market 
scaled an all-time high with market 
value equaling $24.5 bn in the first half 
of 2007 which represents a 7596 growth 
over the previous year. The domestic 
sukuk market also recorded a solid 
growth rate of 71.4% while the interna- 
tional sukuk market galloped at the 
rate of 83.3% over the previous year. 
During the same time, sovereign sukuk 
issues increased by a stupendous 521% 
and touched $4.4 bn, while the Malay- 
sian ringgit-denominated sukuk ac- 
counted for 70% of the overall market. 
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Interestingly, the first company to issue shari'ah bonds 
does not operate under Islamic principles. Till 2006, bond 
issues continued to be dominated by non-shari'ah based cor- 
porations. This demonstrates that the Indonesian corporate 
seetor, as also the corporate issuers in the international 
market, regard shariah bonds as a potential and feasible 
alternative mode of financing. Nonetheless, the financing 
raised through shari'ah bond issuance accounted for а mere 
3% of the Indonesian financial market, 
which is dominated by conventional finan- 
cial transactions. In addition, shari'ah 
bonds issued in Indonesia are denominated 
in Indonesian rupiah, and no Indonesian 
company has yet issued shari'ah bonds in an 
international currency. Likewise, the gov- 
ernment of Indonesia has yet to tap domes- 
tic or international shariah bond markets. 
So far, the government has confined its 
bond issuing activity to conventional bond 
markets. 

The advantages of bond market 

Аз described by many literatures, analysts 

as well as market players, sukuk have 

many advantages and some of them are as 
foliows: 

> Sukuk instrument can increase the li- 
quidity of the originator and investor. 

> Through sukuk issuance, institutional investors can tap 
new and diversified source of funding through the capital 
market. 

» Sukuk instruments can increase the flow of funds to the 
securitized asset market and therefore can help in the 
development of capital markets by attracting market 
players who prefer securitized instruments. 


> With the rapid growth of sukuk market, we can expect the _ 


emergence of different kinds of sukuk in different kinds of 
asset pools that could lower the cost of funding. 








Hussain G Rammal: The size of the sukuk market is esti- 
mated at around $100 bn (estimates suggest that over $800 
bn of assets are managed according to Islamic investment 
principles). 

The advantages of sukuk include the flexibility it pro- 
vides. For example, sukuk can be issued both on existing as- 
sets as well as specific assets that may become available at a 
future date. 

Sukuk has also provided an alternative 
fixed-income securities system that is in 
line with the principles of Shariah. Previ- 
ously, Islamic banks relied on the interna- 
tional metals market for the cash manage- 
ment procedures and there were many 
questions raised about the use of this sale 
method (some critics viewed this as not be- 
ing Shari'ah compatible). 

Thus, sukuk has provided a legiti- 

mate alternative. And finally, sukuk has 
allowed crossover sales to Western and 
conventional financial institutions. This 
has allowed more Islamic financing and 
investment options for Muslims and 
Non-Muslims in Western nations. This 
was not possible previously and is one of 
the reasons for the added interest from 
Western nations. 
Prof. Rodney Wilson: Issues exceeded $25 bn last year, and 
may climb over $30 bn in 2007. Potentially, it is a cheaper way 
to raise finance than conventional debt, and a captive market 
for investors who want to avoid interest-based securities. 


Hussain G Rammal 
Lecturer-International Business 
Schoo! of Commerce 
The University of Adelaide, 
Australia 


Do they have any drawbacks? 

Anouar Hassoune: Sukuk are not liquid. This is the main 
drawback. With outstanding sukuk worth $85 bn, and annual 
issuances that should reach $50 bn p.a. in the next 3-5 years, 
the market is increasing fast, but remains small. Therefore, 


Bigger prospects 

Despite the stupendous rise in terms of 
volume, the Islamic bond market is just 
like the tip of the iceberg in comparison 
to the overall global bond market. The 
development which has taken place so 
far has mainly been driven by economic 
and political factors. The so-called ‘war 
on terror’ in the aftermath of the Sep- 
tember 11, 2001 attacks on the World 
Trade Center has helped immensely to 
instill a sense of Islamic identity across 
the Muslim world. prompting many 
more to seek ways of expressing their re- 
ligious convictions. Adding to this, fur- 
ther are the strengthening oil prices 
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which have fueled an unprecedented eco- 
nomic boom in the Middle East. 

To capitalize on the new-found inter- 
est among investors across the globe, is- 
suers are placing greater thrust now on 
innovation in an effort to cater to differ- 
ent classes of both buyers as well as in- 
vestors. This has seen players-structur- 
ing and development of new products 
and services which are Shari'ah-compli- 
ant. For instance, experimental ideas 
are emerging in product and infrastruc- 
ture finance, apart from sukuk. The most 
visible sign of this innovation is seen in 
retail products, such as Islamic mort- 
gages. And the next focus for innovation 


in retail products will be the Islamic 
credit cards, or the creation of quasi- 
overdraft facilities (based on a concept 
known as tawarruq). Experimental 
ideas are now also emerging in product 
and infrastructure finance, aside from 
sukuk. Private equity is showing in- 
tense interest too, as is the so-called di- 
minishing musharaka (sharing) struc- 
ture, which produces an effect akin to 
the amortization of a loan. However, the 
field which is arguably attracting the 
most brainpower is derivatives and 
structured finance. But, concepts such 
as derivatives and hedge funds, for ex- 
ample, are considered particularly con- 
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given investors’ appetite for these bonds, coming from Islamic 
banks, Islamic insurance companies (called takaful compa- 
nies), there is very limited trading of sukuk. Investors are 
inclined to a buy-and-hold-strategy impeding wide enough 
variations in prices that would lead to active investors ben- 
etits. The other drawback is that the market is still frag- 
mented, not to say ghettoized. Indeed, there are still varia- 
tions in the interpretation of the underlying principles of Is- 
lamic finance, and by extension, of the rules applicable to 
Sukuk. Therefore, a sukuk issued out of more 
liberal Malaysia may not find a buyer in 
more conservative Saudi Arabia, thus limit- 
ing the capacity of all sukuk to cross-borders 
and create a genuine, flexible and liquid 
market. 

Dian Ediana Rae: The primary market for 
sukuk is expected to grow further and there 
hes been always oversubscription of almost 
all sovereign ijarah-based sukuk. However, 
no secondary market trade of any ijarah 
sukuk has been witnessed so far since there 
is a tendency of their investors to hold them 
till maturity. Why does this condition hap- 
pen? One of the reason is because the sub- 
scribers of the sukuk are usually large finan- 
cial institutions, such as central banks, pri- 
vate sector Islamic banks and non-bank financial institu- 
tions, which are in possession of surplus liquidity. Moreover, 
the ever-increasing demand has not been yet fulfilled by the 
current level of sukuk issuance. These factors have been a 
distraction in the formation of the secondary market in ijarah 
sukuk. 

Perhaps, an alternate way to create a secondary market 
in sukuk, as considered by some analysts, is to increase their 
distribution to a wider class of investors by creating a special 
swkuk class targeted only at ordinary investors which banks 
are not allowed to hold. 





Mohammed Amin 
Partner - Tax 
PricewaterhouseCoopers LLP 
Manchester, UK 





Mohammed Amin: The investor needs to undertake a care- 
ful analysis of the legal rights represented by the contract 
and the related risks. Islamic bonds are not debt instru- 
ments, and need detailed analysis. For example, some Is- 
lamic bonds are issued using an underlying mudarabah con- 
tract, where no payments will be made to investors if the 
underlying business is unprofitable. This represents a 
greater level of exposure to the business risks of the issuer 
than would be the case with a conventional interest bearing 
bond, and the investor needs to ensure that 
such risk is properly priced into the returns 
being offered. 

Prof. Rodney Wilson: Complex legal 
structures and asset backing requirement 
add to costs. 


What risks do investors face in a sukuk bond? 
Anouar Hassoune: Investors face the 
usual credit risks attached to bonds. In ad- 
dition, they face liquidity risks as these se- 
curities are not liquid and not easily repay- 
able. Finally, investors face legal risks, as 
many of the jurisdictions where sukuk 
have been issued are untested as to sev- 
eral aspects: the bankruptcy remoteness of 
issuing SPVs (because most sukuk are 
structured), but more importantly the protection of the 
rights of creditors if default events occur. A few issues have 
been raised, in particular the extent to which sukuk holders 
may have access to the underlying assets on which the sukuk 
are based or by which the sukuk are backed, leading to the 
question of recovery following default. As data are still lack- 
ing, it is difficult to include any assessment of the expected 
recovery rate (or, which is the same, Loss Given Default— 
LGD) to sukuk, and, therefore, it’s difficult to say how much 
capital (in a Basel II perspective) should be allocated to this 
asset class. 


troversial, given the Quran’s ban on 
gharar (speculation). Nevertheless, 
tnese criticisms are certainly not in- 
hibiting the development of new ideas 
at present. On the contrary, most ob- 
servers believe that product prolifera- 
tion will further intensify this year. 


Advantages 

The thumping development of the Is- 
lamic bond market is particularly im- 
portant in the present challenging 210- 
bal financial and eeonomic environ- 
ment. It has contributed enormously to 
augment the effectiveness and efficacy 
of the mobilization and allocation of 
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funds within the nation as well as in the 
international financial territory. Re- 
cent developments in the Islamic bonds 
market have also had an important role 
in strengthening the linkages between 
financial markets as it facilitates 
cross-border flows in the international 
financial system. For investors, it pro- 
vides greater scope for diversification 
into new asset classes. Moreover, the 
recent proliferation of the Islamic bond 
market can play a pivotal role in the 
fast-growing market economies of Asia 
and the Middle East. For Asia, which 
alone will be spending an estimated $1 
tn on infrastructure over the next five 


years, and the Middle East which will 
require an estimated $500 bn over the 
same period for infrastructure projects, 
these Islamic bonds are certainly a good 
bet since the most important advan- 
tage of the sukuk structure is that it is 
based on real underlying assets. In ad- 
dition, financing in Islamic bonds re- 
quires that the money must be utilized 
for productive purposes, such as for 
project financing rather than for specu- 
lative purposes. Therefore, the risk ex- 
posure rests with the project and not 
with the uncertainties or activities that 
have no real economic benefits. Islamic 
financial intermediation, therefore, has 
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Dian Ediana Rae: As with conventional bonds, the Islamic 
bonds or sukuk bear certain inherent risks such as market risks 
(comprising of rate of return risk, foreign exchange risk, price 
risk), credit risk, and other risks, including liquidity risk, 
Shari'ah-compliance risk, and infrastructure rigidity risk. How- 
ever, sukuk's risk will depend upon some controllable variables 
such as whether it has fixed or flexible return structure in the 
contract between issuer and investor; whether it has a fixed or 
flexible rate contract between issuer and originator; the tenor of 
contract between issuer and investor; the composition and na- 
ture ofthe underlying asset; and whether there is any additional 
option attached to the sukuk, e.g., put or call option, payment 
capacity and method of the originator or its guarantor, 
tradability and liquidity of sukuk. Indeed, each type of sukuk 
structure carries unique risks. For example, sukuk ijarah bears 
its specific risks which only appear in the structure of yarah. 
Credit risk occurs when there is rent payment default and fixed 
rate is used in the structure. And the rate of return risk is ex- 
posed to the investor when the structure uses fixed rate instead 
of floating rate. All kinds of sukuk are also exposed to foreign 
exchange risk, price risk, and liquidity risk and shariah-compli- 
ance risk. The price risk relies on the process of the underlying 
commodity and the underlying asset being used in the structure, 
and the liquidity risk refers to the tradability of the instrument. 
Hussain G Rammal: Sukuk faces the same market risks as 
conventional financing options. One of these risks includes 
the rate of return risk. Sukuk that are based on fixed rates are 
exposed to the rate of return risk similar to fixed rate bonds 
being exposed to the interest rate risk. 

Foreign Exchange Rate risk can also affect sukuk. 
If the asset for sukuk is valued under one currency and 
sukuk funds are accumulated in another, then a fluctuation in 
the exchange rate can potentially cause a negative outcome. 

The risks of default are also high. Since Islamic financial 
institutions do not have access to many credit risk manage- 
ment mechanisms due to Shari'ah requirements, this risk is 
а lot higher for sukuk. 


Prof. Rodney Wilson: Possible default on servicing pay- 
ments and repayment of invested capital. 


Future outlook? 

Anouar Hassoune: The market of sukuk will be: 

> Bigger in size, reaching most probably US$150 bn by the 
end of the decade; 

> More diversified in terms of borrowers: sukuk issuers will 
not be confined to the Muslim world, and well see more 
banks and companies issued sukuk, less sovereigns; 

» More diversified in terms of structure and underlying as- 
sets: the basic ijara (leasing) sukuk will slowly be out- 
paced by more complex structures, with or without credit 
enhancement mechanisms; we'll see sukuk with embed- 
ded optionality such as convertible sukuk or sukuk with 
early redemption mechanisms; subordinated sukuk and 
tranching are already used, but not on a wide scale; 

» More inclined to use securitization techniques: this is the 
future of the sukuk market, but securitization needs a 
number of conditions in emerging markets including a 
good legal environment, enough underlying assets, par- 
ticularly on the front of mortgages, and the capacity to 
tranche issuances, which is not always accepted by 
Shari'ah scholars. In addition, for synthetic sukuk, Islamic 
issuers and lawyers must think about the Shari'ah 
equivalent of credit protection; 

> More liquid: this is natural with increasing size and more 
trading, as a few financial centers (Dubai and London in 
particular) are attracting sukuk for trading; 

» More international, but not global yet: more issuers 
across geographies will bring more visibility to the mar- 
ket, which will go beyond its natural borders. But it will 
take time before sukuk in particular, and Islamic finance 
in general, become a global phenomenon. 

Dian Ediana Rae: The Islamic bonds have become an 
increasingly popular source of financing for government and 
corporations as well as an investment alternative in the last 


the potential to contribute towards fi- 
nancial stability. 


Challenges galore 

A major challenge facing Islamic finan- 
cial products like sukuk bonds are the 
lack of liquidity. According to S&P, there 
are more sukuk listed in Dubai than any- 
where else, but the secondary market is 
virtually non-existent. Further, the bulk 
of sukuk are over-the-counter instru- 
ments, with listed sukuk accounting for 
only 20-25% of outstanding sukuk 18- 
sued worldwide; that is, $10-15 bn so far. 
says the rating agency. Zeti contends 
that creation of persistent supply of Is- 
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lamic papers and instruments that 
would upgrade the secondary trading of 
instruments and add greater depth to 
the market is the need of the hour. Ac- 
cording to her, another factor that could 
help further expand the market for Is- 
lamic finance products would be to bring 
in greater diversity in the type and ma- 
turity of the sukuk in the market for Is- 
lamic financial institutions and portfo- 
lio managers to manage their funds ef- 
fectively. Pricing issues also pose signifi- 
cant challenges to the unhindered 
growth of the market. There is the need 
for developing a relevant benchmark for 
efficient and credible pricing. For ex- 


ample, if sukuk is issued based on the 
Ijarah principle, and if it uses the prop- 
erty as its underlying asset then the ac- 
tual rate of rental may be explored to be 
used to determine the rate of return on 
the instrument. However, it may then 
fluctuate depending upon the demand 
and supply for that property. Shari'ah ex- 
perts, who have a full understanding of 
the mechanics of sukuk, should play an 
important role in ensuring its proper pric- 
ing as well as governance, she suggests. 
Taking Islamic finance products glo- 
bal is another challenge as it requires 
harmonization of standards and prac- 
tices between those of regional Islamic 
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seven years. The sukuk market has increasingly grown expo- 
nentially since 2000 with an average growth of approximately 
80% per annum. Although the overall volumes of sukuk are 
still insignificant in eomparison to the global conventional 
bond market, the rate of growth in the subuk market is un- 
precedented. Going forward, a significant growth of islamic 
bond market can be expected from both sovereign and corpo- 
rate side. Islamic bond market is gcing to be- 
come an important source of liquidity. Some 
industry experts have also predicted that 
sukuk issuance will reach more than $100 bn 
in the next five years. Along with the ever- 
growing demand base, more varied structures 
of sukuk are also predicted to continue ex- 
panding in the future as more and more com- 
panies and financial institutions seek to tap 
into the substantial liquidity of shari'aA-com- 
pliant investment or instruments. Therefore, 
it is no doubt that sukwk will emerge as one of 
the fastest growing sectors in Islamic finance. 

The sukuk market is now becoming a key 





Prof. Rodney Wilson 
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East. The demand for sukuk has also been reinforced by the 
increased liquidity in the international financial system. The 
high liquidity in the Middle East would trigger more varia- 
tions of sukuk's structures to meet the financial needs from 
both corporate sector and government agencies around the 
world in the future. 

Hussain G Rammal: The future of sukuk seems very bright 
indeed. This is clear from the fact that, at 
present, there is a shortage of sukuk. An Is- 
lamic money market still remains a dream 
and is yet to be developed due to differences 
in interpretation of Shari'ah requirements. 
But having said that, the increased aware- 
ness of Islamic finance and international 
bodies like AAOIFI and IFSB will help in 
the development of new innovative prod- 
ucts and will hopefully lead to an agree- 
ment on universal rules for Islamic finance. 
Mohammed Amin: The market can be ex- 
pected to continue to grow. The main driv- 
ers will be growth in the private sector of 


Durham Universi 
to meeting the funding requirements for both School of аи and Islamic countries, and also increased par- 
the public and private sectors in the emerging International Affairs ticipation by Western issuers, who seek to 
market economies, particularly in the Middle Institute for Middle Eastern and tap the large pools of liquid investable 


East and Asia, which are among the fastest 
growing regions in the global economy. In the 
meantime, zhe growing interest in the issuance of sukuks by 
corporations, both sovereign and multinational, has resulted 
in the demand for sukuk significantly exceeding the supply. 
This significant demand for sukuk has also been spurred by the 
high levels of savings and reserves in Asia and in the Middle 


finance and international standards. 
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funds in the Muslim world. 

Prof. Rodney Wilson: The outlook is posi- 
tive, but recent falls in bond prices have made fixed income 
securities less attractive, and this has a knock on effects for 
some types of sukuk. Sukuk will continue to be a niche prod- 
uct, but they could account eventually for up to 5% of the glo- 
bal market for tradable debt instruments. 


Гей suggests that full support has to be 
aceorded to the international standard 
setting organizations such as Islamic 
Financial Services Board (IFSB) and to 
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the Accounting and Auditing Organiza- 
tion for Islamic Financial Institutions 
(AAOIFI) to formulate appropriate 
standards that would strengthen the 
Islamic financial system. The Malay- 
sia-based IFSB has already formulated 
the prudential treatment for sukuk in- 
vestment by the Islamic financial insti- 
tutions as specified in the Capital Ad- 
equacy Standards and has also under- 
taken a set of initiatives to strengthen 
the framework and practices in the Is- 
lamic money market. 

Also, lack of rating is another major 
issue. Given the complex legal struc- 
ture, it adds to the cast and complexity 
of rating. Further, rated instruments 
are almost non-existent in the Middle 
East. However, global rating agencies 
such as S&P, however, feel that there is 
a way out. “The provisions of Islamic 
debt instruments may add levels of 


complexity to ratings analysis, but 
longstanding methodologies and rating 
scales are sufficiently broad so far to 
incorporate the varied features of Is- 
lamic debt financing,” it said in a recent 
report. “Islamic financing largely cen- 
ters on asset-backed approaches and 
sometimes involves a degree of risk- 
sharing more commonly borne by equity 
investors,” said Kristel Richard, Credit 
Analyst, Standard & Poor’s in an inter- 
view. Kristel further added, “In practice, 
however, as illustrated in the sukuk (Is- 
lamic bonds) that Standard & Poor’s has 
rated, binding guarantees and other con- 
tractual obligations can place transac- 
tions firmly in the debt category.” 
Further, like all financial instru- 
ments, sukuk are also subject to a num- 
ber of risks apart from the more conven- 
tional risks relating to fluctuations in 
interest rate due to benchmarking with 
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London Interbank Offered Rate 
(LIBOR) or Karachi Interbank Offered 
Rate (KIBOR), ete. Moreover, added to 
credit and foreign exchange risks, the 
sheer novelty of these certificates also 
exposes them to the risk of shari’ah 
compliance, which is of paramount im- 
portance in the case of Islamic finan- 
cial instruments. In order to sustain 
their demand and growth, sukuk face 
the daunting challenge of conforming 
to all requirements of Islamic finance 
while also remaining competitive in 
the international market. This risk is 
further exacerbated cue to non-unifor- 
mity in shariah rules and regulations 
across jurisdictions, which may be of 
paramount importance in the cross- 
border issuance and trading of these 
instruments. Furthermore, since 
sukuk are invariably backed by an un- 
derlying tangible asset, there is the 
risk of loss, damage or non-mainte- 
nance of the asset which will undeubt- 
edly have an adverse impact on the 
sukuk returns. 

Then there are the risks of contagion 
effects as the Islamic finance integrates 
further with the global financial mar- 
ket. Already, some effects are being felt 
in the wake of the subprime crisis in the 
US. The US subprime mortgage crisis 
has hit the Islamic bond market too, 


which many experts feel could reduce 
the new risk appetite among global in- 
vestors. In the wake of the subprime cri- 
sis, the UAE-based Dana Gas PJSC, 
Middle East’s largest private sector 
natural gas company, has quickly de- 
clared its decision to defer until Sep- 
tember, this year, the sale of its $1 bn of 
sukuk citing the uncertainty arising out 
of volatility in global markets. Bahrain- 
based Ithmaar Bank and First Gulf 
Bank of Abu Dhabi have also reportedly 
decided to delay their sukuk bonds— 
$300 mn five-year bond and $3.5 bn Eu- 
robond program respectively —till fur- 
ther notice, citing roiling international 
bond market conditions. Experts say 
that everyone wants to stay unscathed 
from the subprime storm and it is obvi- 
ously not the best of times to issue debt. 
Torrid investors are becoming more and 
more wary of risk, widening the spreads 
on many bonds in the process, espe- 
cially in the emerging markets, and 
thereby making borrowings expensive. 


New horizons 

Nevertheless, the emergence of sukuk in 
the financial industry is regarded by 
many as a major step forward by the 
Islamic financial markets, which is 
likely to go a long way in ensuring its 
growth and development. Experts feel 
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The primary condition for issuance of Islamic sukuk is the existence of underlying tangible 
assets on the balance sheet of the issuing entity. The identification of sufficient underlying tangible 
assets, either in ownership or in a master lease, is the most important step before the issuance of the 


Sukuk certificate. 


Sukuk may be issued both on existing as well as specific assets that may become available at 
a future date. Thus, a properly made suds limits the debt to the value of the underlying assets. 


Although, Shani атсотрпапсе requires a company to limit its debt to no more than 35% of total 
assets, restricting excessive leverage anc interest income is capped at 1096. Thus, any assets can be 
transferred into sukuk, with the condition that at least 51% of the underpinning assets must be 


leased-back as ‘real assets', not debt instruments. 


Moreover, the assets that will be converted into sukuk must be obtained from acceptable 
islamic deals, meaning not investing in any transactions against the Islamic Shariah principles. 
Accordingly, sukuk or trust certificates, are issued by the issuer to the sukuKholders, who thereby 
acquire a proprietary interest in the assets of the issuer. Then the issuer, acting as trustee, collects 
such income and distributes it to the suAuholders in accordance with their proportional interest in 
the assets. Hence, the returns on sukuk certificate аге tied with the income generated through the 


underlying asset in the transaction. 
Source: www.zawya.com 
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Regulatory, Legal, 5/72/7 алапа Other Issues 


> Lack of regulatory support from key juris- 
dictions. 

> [аск of initiative in developing a separate 
legal framework for sukuksvia-á-vis con- 
ventional instruments. 


> [аск of harmonization in existing sukuk 
structures and difference of opinions 
among various 5ра/ 27 and commercial 
perspective. 

> Few Islamic investment banks lacking 
Capability in structuring, originating or ar- 
ranging capital market transactions. 


Source: International Islamic Financial Market (ПЕМ) 


that as the acceptability and issuance 
of such instruments increase in the 
market, they will undoubtedly become a 
key liquidity management tool for Is- 
lamic financial institutions. The 
tradability of these certificates, albeit 
with a few conditionalities will pave 
the way for the establishment and 
growth of a shari'ah-compliant second- 
ary market. 

At the moment, however, active 
trading is constrained due to the lim- 
ited number of issuances and the fact 
that most investors hold on to these cer- 
tificates owing to a lack of alternative 
instruments in this asset class. But if 
the ever-increasing interest in these 
certificates and the research put into 
their structuring and streamlining is 
any indication, the market for sukuk 
has the potential to exponentially en- 
large the horizon of Islamic finance. 
Greater engagement and interface be- 
tween the industry, the scholars and the 
authorities will create greater aware- 
ness, understanding and appreciation 
of the issues and the direction for its 
resolution. This will provide an environ- 
ment in which the full potential of Is- 
lamic bond market can be realized. 
And, as experts suggest, this is indeed a 
global challenge and it will be the cumu- 
lative efforts of the scholars, industry 
and authorities that will produce the 
best outcome.» 


- Amit Singh Sisodiya, Sanjoy De and Moghul Imrana 
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Sukuk 


A Global Trend 





The sukuk model is effectively a derivation of the 
conventional securitization process, where a 
special purpose vehicle acquires control of the 
originators real assets and issues financial 


claims on the associated cash flows. 
– Јата! Abbas Zaidi 
CEO, Islamic International Rating Agency (ПА), Bahrain 





slamic bonds or ‘sukuk’ have gener- 

ated considerable interest in inter- 

national capital markets. Sukuk 
are a type of financial certificate, com- 
parable to conventional asset-backed 
securities that provide investors with 
ownership in a specified underlying real 
asset found on the balance sheet of the 
issuing company. The sukuk model is ef- 
fectively a derivation of the conven- 
tional securitization process, where a 
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special purpose vehicle 
acquires control of the 
originator’s real assets 
and issues financial 
claims on the associ- 
ated cash flows. Inves- 
tors receive a ‘profit rate’ 
based on the revenue 
streams of the underly- 
ing asset instead of tra- 
ditional interest pay- 
ments. Such a structure 
qualitatively enhances 
the security of the in- 
vestment and reduces a 
typical investor’s risk 
exposure. International 
investors have the 
added benefits of portfo- 
lio diversification. With 
returns normally 
benchmarked against 
the London Inter-Bank 
Offered Rate, sukuk are 
priced competitively 
against other financial 
products floated in de- 
veloped and emerging 
markets. 

Indeed, the key sell- 
ing feature of an Islamic 
sukuk is its involvement 
in the funding and/or 
production of real as- 
sets. Under a Sukuk-Al- 
Murabaha structure, commodities are 
initially purchased and then resold to 
the specified client at a mark-up with 
temporary ownership used as justifica- 
tion. Sukuk-Salams are similar to 
Murabahas with the exception that in- 
vestors entering into the contract pay 
for delivery of the underlying asset at 
contract initiation. Sukuk-Al Istisna'a 
structures are based on pre-production 
payments used to finance the manufac- 


ni fr dea 


turing capacity of the issuing company 
while Sukuk-Al Гага involves the leas- 
ing of real assets, rationalizing the pay- 
ment of rent to the owner. Sukuk-Al 
Musharakah is structured when both 
issuer and lenders participate in a joint 
business venture, necessitating invest- 
ment in tangible assets and profits 
shared at an agreed upon ratio. Sukuk 
Al-Mudarabah is structured slightly dif- 
ferently where investors lend funds to a 
mudarib (or entrepreneur) who under- 
takes to invest these proceeds in real 
assets and shares a percentage of the 
profits generated. 

Sukuk structures do contain cov- 
enants specifying the underlying asset 
mix with restrictions on underlying 
debt concentration. Indeed, certain 
sukuk issuers have been limited to a 
maximum debt concentration to 35% 
of a company's total assets. This less- 
ens the harmful effects of an over-le- 
veraged company and lessens the 
probability of default. Similarly, 
scholars advising sukuk structures 
have mandated that the financing in- 
come be restricted at 10%, thus ensur- 
ing that the company's assets are be- 
ing actively used to generate returns. 
The debt covenant may find appeal 
among certain risk-averse investors 
unwilling to tolerate the large debt 
proportion in the firm's capital struc- 
ture. Financing income caps may not 
be as welcomed by investors given a 
less predictable cash flow stream and 
the greater variability of returns being 
generated by the underlying asset. 

Global interest in sukuk can be 
partly attributed to the limited second- 
ary market in the GCC region. Finan- 
cial institutions in the Middle East 
have little trading experience and gen- 
erally tend to buy and hold sukuk is- 
sues. Western investors incorporate so- 
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phisticated investment strategies and 
аге likely to acquire sukuk for generat- 
ing capital gains. In this regard, Euro- 
pean funds have shown the strongest 
interest by far in swkuk followed by 
Asian-based investors. The security's 
tenor is an added bonus with swkuk 
heving wide ranging ‘terms to maturity’; 
those investors with different invest- 
ment horizons can acquire sukuk issues 
to meet their return ebjectives. 

Issuers find Islamic sukuk attrac- 


issuers and financial institutions which will utilize 
sukuéeinancing for asset and liability management 
purposes in order to avoid funding mismatches.” 


| “The varied sukukmaturities should interest corporate 
| 


— Jamal Abbas Zaidi 


CEO, Islamic International Rating Agency (IBA), 


Bahrain 


tive primarily because they are useful 
im raising both short and long-term 
capital needed to finance large infra- 
structure projects, real estate develop- 
ment and corporate expansion. The var- 
ied sukuk maturities should interest 
corporate issuers and financial institu- 
tions which will utilize sukuk-financing 
for asset and liability management 
purposes in order to avoid funding mis- 
matches. Sukuk yields are 10 to 20 ba- 
sis points lower than conventional 
mainstream bonds enabling issuers to 
benefit from raising funds in the Is- 
lamic bond market. The impact of 
Shari’ah compliance will necessitate 
funds raised through su&uk-financing to 
be utilized in generating appropriate 
returns for investers while avoiding 
high risk investment opportunities, and 
ether unsuitable activities such as 
gambling and alcohol production. Issu- 
ers based in non-Muslim countries (as 
well as Arab/Muslim countries) can 
also tap the cash rich GCC investors 
who are increasingly looking to invest in 
shari'ah-compliant financial products. 
Issuers can now confidently achieve di- 
versification in their sources of funding 
as major investment houses offer the 
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requisite underwriting/book-running 
services. 

Sukuk are gaining acceptance in in- 
ternational capital markets. A limited 
number of sukuk have been listed on the 
Labuan International Financial Ex- 
change (LFX) in Malaysia, the Dubai 
International Financial Exchange in the 
UAE, the Bahrain Stock Exchange 
(BSE) in Bahrain and the Tadawul in 
Saudi Arabia. Issuers have also listed 
on the Luxembourg Exchange in Luxem- 





bourg and the London Professional Se- 
curities Market in the UK to meet the 
growing international demand for 


sukuk. 


The sukuk bonanza 

Since its inception in September 2001, 
with the debut $100 mn Sukuk Al-[jara 
sovereign issue of the government of 
Bahrain and the December 2001 $150 
mn First Global Sukuk Inc. sovereign 
issue by the government of Malaysia, 
the global sukuk market has grown at 
an average annual rate of 40% plus. 
Current analyst consensus estimates of 
the total Islamic Bond market, consid- 
ering both domestic and international 
sukuk issues, are projected to be $50 bn. 
As of July 2007, the total global sukuk 





Aggregate Listings on International Exchanges 


DIFX $13,780 
LFX $4,575 
Luxem $3,200 
Tadawul $2,133 
BSE $2,065 


Note: Figures in $ Million/Dual listings are 
present (July 2007). 


amount tracked by the Bahrain-based 
Liquidity Management Center for sec- 
ondary trading purposes stood at 
$24.46 bn. Total sukuk sizes listed on 
the various international exchanges are 
as follows: 

The primary advantage of the sukuk 
is the enhanced quality it brings with the 
presence of an underlying tangible asset. 
Appropriate underlying assets have the 
capacity to not only produce the revenue 
streams desired by investors but allow 
even struggling entities to pledge their 
most profitable assets for sukuk-financ- 
ing. The fact is that sukuk are backed by 
hard assets limiting the possibility of 
issuer default. Sukuk are attractively 
priced and provide competitive returns 
at par with other corporate issues; its 
structure appeals to all types of inves- 
tors including fund managers, insurance 
companies and investment banks. 

The sukuk market will also be best 
placed to serve efficient resource mobili- 
zation for Arab/Islamic countries to meet 
their growing funding needs. Spending on 
infrastructure in Asia and the Middle 
East alone has been projected at $1.5 tn 
over the next five years and the sukuk 
market will be an avenue issuers will ex- 
plore to fund their long-term productive 
investment plans. The growth of the Is: 
lamic bond market will be fundamenta 
in the development of both institutiona 
investors seeking to diversify their port 
folios and corporate/sovereign issuer: 
looking to diversify their sources of fund 
ing within the confines of Shariah. The 
overall effect is the development o 
stronger capital markets across the Is 
lamic world and global acceptance anc 
viability of alternative financial prod 
ucts. For Arab/Islamic countries thi: 
translates to a balanced allocation of fi 
nancial and economic resources, diversi 
fication of risks across the Islamic finan 
cial system, and greater internal eco 
nomic resilience and stability. 


The growing pains of a sukuk 
market 

Liquidity has always been a concern fo 
sukuk although it has become an in 
creasingly diminishing one. The estak 
lishment of the Liquidity Managemen 
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Center (LMC) in February 2002, pzrt.of 
a larger project to develop an Interna- 
tional Islamic Financial Market 
(ПЕМ), led to the formation of ал Is- 
lamic inter-bank money market. The 
creation of this secondary market has 
allowed the LMC to provide competi- 
tive returns on short-term liquidity in- 
vestment opportunities enablinz Is- 
lamic financial services institutions to 
menage their liquidity more effec- 
tively. A continuous flow of Islamic pa- 
pers and instruments will still be 
needed to promote secondary trading 
and enhance market depth. At present, 
the size of the secondary market is 
relatively small although secondary 
trading of sukuk is on the rise. Current 
estimates of daily sukuk trading vol- 
umes are projected at $80-100 mn. 
Across the Arab/Islamic world, second- 
ary debt trading remains largely decen- 
tralized with transactions occurring 
primarily over the counter with a few 
trained personnel who can handle trad- 
ing and pricing issues. 

The absence of a consensus Islamic 
benchmark rate (like LIBOR or 
EURIBOR), and consequently an es- 
tablished benchmark yield curve. is an 
added constraint. Developing а consen- 
sus rate will be critical for pricing both 
existing and outstanding sukuk issues. 
Yields should be ratings-based to ге- 
flect inherent risks and ensure the 
proper allocation of investment capi- 
tal. Prices of some sukuk are not as 
easily available to the investing public 
but in time the development and con- 
solidation of regional sukuk markets is 
expected to make such concerns irrel- 
evant. 

Access is an additional limitation 
as the sale of sukuk is presently re- 
stricted to wholesale investors. Li- 
censed finance professionals ere al- 
lowed to invest directly, while other 
market participants are excluded from 
the investing process. Similarly, sukuk 
issues have a settlement problem 
given their lack of adherence tc inter- 
national bond conventions. Sukwk will 
need to have Euro-clearable status to 
ensure quick and efficient transfer of 
ownership. 
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The lack of transparency is another 
problem particularly across the Middle 
East North Africa region. If issuers are 
to attract and retain capital from inter- 
national investors they must seek to 
match the highest disclosure standards 
possible. Similarly, shari ah experts 
should be willing to disclose their 
‘fatwas’ or juristic reasoning, in order to 
gain wider acceptance of shari'ah deci- 
sions given the implications these opin- 
ions will have on cross-border transac- 
tions. The current regulatory frame- 
work in GCC countries is still below in- 
ternational best practice especially in 
areas of corporate governance, although 
governments and the burgeoning GCC 
private sector are making amends, 
seeking to rectify the apparent lack of 
transparency. 

The Arab/Islamic countries may 
also need to amend existing finance 
regulation to better suit the needs of the 
sukuk market and evolution of Islamic 
finance products. A case in point is Indo- 
nesia where the sukuk market has 
struggled to take off due to the legisla- 
tion in place governing the treatment of 
capital gains tax. The United Kingdom 
has itself only recently introduced legis- 
lation that will seek to provide shari'ah- 
compliant bonds with the same tax re- 
lief offered to conventional bonds; the 
draft legislation (Finance Act 2007) 
still awaiting UK parliamentary ap- 
proval. 

Standardization of sukuk should be 
a welcome relief for investors and issu- 
ers alike although the process has been 
a slow and cumbersome one. Both the 
Auditing Organization for Islamic Fi- 
nancial Institutions (AOIFI) and the Is- 
lamic Financial Services Board (IFSB) 
have formulated standards for the pru- 
dential treatment of sukuk investment 
by Islamic financial institutions. Of 
late, differences in opinion have devel- 
oped between GCC-based scholars and 
their Malaysian counterparts. In Ma- 
laysia, a substantial number of sukuk 
are now being backed by Islamic Private 
Debt Securities. Scholars differ over the 
suitability of using debt-backed sukuk 
and question whether such a structure 
even conforms to the widely agreed upon 


principles of shari'ah governing Islamic 
finance. 

Finally, new sukuk offerings if not 
managed properly have the potential 
to imitate existing sukuk issues limit- 
ing investor appetite. Investors will 
need to assess both the suitability of 
underlying assets as well as sukuk 
structure. The ideal approach for cor- 
recting potential imitation is for mar- 
ket participants to encourage greater 
financial engineering and innovation 
in sukuk structures thereby enhancing 
variety. The global demand for sukuk 
issues far outstrips supply and market 
makers must be geared to address 
these challenges. 


The hazards for a sukuk investor 
Investors face multifaceted risks that 
are not all unique to sukuk issues. The 
recent subprime crisis in North 
America is a testament as to how sensi- 
tive sukuk issues have become with 
movements in international markets. 
Both Dana Gas and Ithmaar Bank de- 
layed their sukuk pricing recently due tc 
the unfavorable interest rate environ- 
ment. It is worth noting that a substan- 
tial number of issued sukuk go unrated. 
Unlike Malaysia, GCC countries do not 
require issuers to seek ratings eithei 
before or after the sukuk launch forcing 
investors to do the required due dili 
gence and research themselves. The Is 
lamic International Rating Agency i: 
well-placed to step in and meet th« 
capital market requirements by provid 
ing the requisite sukuk ratings. Issuers 
and investors will now have access t« 
qualitatively superior information anc 
should be in a position to make bette: 
and more informed ћпапстелпуев 
decisions. 
Specifically, investors are ехрозе‹ 
to a variety of risks identified below: 
Rate of return risk (Interes 
rate risk) 
Rate of return risks on all types o 
fixed rate sukuk is always a conceri 
for investors with upside return po 
tential capped and investors re 
ceiving the fixed rate during the lif 
of the sukuk. Similarly, return 
benchmarked against LIBO] 
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make exposure to changing interest 
rates a natural consequence, al- 
though the impact is less pro- 
nounced compared to fixed rate 
sukuk. 

Credit risk 

Credit risk on fixed rate sukuk 
should also be factored in by inves- 
tors given the possibility of external 
counterparties defaulting on rent 
payments to the underlying asset. 
Counterparties will be more willing 
to default as debt rescheduling at 
higher interest rates is not permis- 
sible under Islamic laws. Credit risk 
of the special purpose vehicle and 
originator will need to be assessed 
independently especially if the 
lender has access to recourse and the 
underlying assets fail to cover credi- 
tor losses. 

Foreign exchange rate risk 
Foreign exchange rate risk is an- 
other worry particularly if the un- 
derlying asset is generating re- 
turns in a foreign currency. Origina- 
tors themselves may need to act as 
guarantors by assuming FOREX 
risk exposures thereby shielding 
investors from unfavorable ex- 
change rate movements. Ideally, 
the underlying asset pool would 
need to be well-diversified generat- 
ing multiple currency returns to 
completely offset the foreign ex- 
change impact for both originators 
and investors. The term of maturity 
of sukuk also matters given that 
smaller maturity sukuk will be less 
exposed to long-term exchange rate 
changes. 

Price/Collateral risk 

Price risk is asset-specific given 
that there will be differences in the 
fair-market and reported values of 
the underlying asset. The underly- 
ing tangible assets are likely to de- 
preciate and maintenance will sur- 
face as an issue. Ijara Sukuk will be 
considerably vulnerable to such risk 
exposure as depreciation of the 
leased asset will likely cause asset 
values to fall below prevailing mar- 
ket values. Salam Sukuk does face 
price risks, but such risk can be 
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mitigated with investors entering 
into parallel contracts with third 
parties. 

Liquidity risk 

The limited growth of the second- 
ary market poses its own chal- 
lenges to those investors seeking to 
trade/liquidate their holdings. 
Pricing, market depth and volume 
issues add to the real concerns in- 
vestors have with selling their 
sukuk certificates. The buy and hold 
culture as well as decentralized sec- 
ondary trading prevent investors 
from seeking an efficient transfer of 
sukuk certificate ownership without 
loss of value. 

Similarly, Salam Sukuk and Zero 
Coupon Sukuk are themselves еп- 
tirely non-tradable. Scholars opine 
that because Salam Sukuk соп- 


Sukuk 


Future outlook 

The outlook for Islamic sukuk is promis- 
ing with tremendous scope for innova- 
tion and variety. According to the Islamic 
Finance Information Service, the first 
half of 2007 has alone registered almost 
$24.5 bn of new sukuk issues. Analysts 
project that the sukuk market will reach 
the landmark $100 bn within the next 
three to five years given the expectations 
of market consolidation, wider interna- 
tional outreach with non-Muslim inves- 
tors/issuers, and development of uni- 
form shari'ah rules governing sukuk. The 
Capital Market Authority in Saudi 
Arabia has recently raised the indi- 
vidual sukuk ceiling to SR8 bn (Est. $2 
bn) and Kuwait has proposed to relax its 
regulations governing sukuk-financing. 
These are promising initiatives al- 
though more work is needed to mitigate 


congruent of the global Islamic financial system. 


Sukuk is all set to emerge as an important | 


tracts are based on underlying 
grains (and other food commodi- 
ties) trading of such securities may 
result in speculation or undue ex- 
ploitation. Zero Coupon Sukuk 
such as Sukuk Al-Istisna'a and 
Sukuk Al-Murabaha do lead to 
debt ownership; trading of debt se- 
curities being incompatible with Is- 
lamic shari'ah. 

Sharia'a compliance risk 

As seen with the Malaysian debt- 
backed sukuk, a great deal of stan- 
dardization and awareness of 
shari'ah rulings will be needed. 
Given the tremendous growth in 
sukuk markets the non-compliance 
of sukuk structure with shari'ah 
rulings remains a possibility. Mus- 
lim investors will need to be par- 
ticularly careful to ensure selection 
of those sukuk that are of the high- 
est Shariah quality and are con- 
forming to widely accepted shari'ah 
standards. 


the current risks and limitations of the 
regional sukuk market. 

Arab/Muslim investors are increas- 
ingly choosing Islamic financial prod- 
ucts and services over conventional ones 
and there is recognition among market 
participants that sukuk are an accept- 
able and viable alternative investment. 
The Islamic finance and banking indus- 
try as a whole stands at $700 bn and is 
expected to double by the end of the de- 
cade. Certainly, зићић will play a sig- 
nificant role in the industry's develop- 
ment and should be considered a key 
driver of its growth. In short, sukuk is all 
set to emerge as an important congru- 
ent of the global Islamic financial sys- 
tem. The sukuk market will also serve 
as an important platform, complement- 
ing the conventional bond market in en- 
hancing the mobilization and allocation 
of funds across international capital 
markets.a 
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Ш BUSINESS ENVIRONMENT 


Private Banking in Asia 


Problem of Plenty! 


А growing millionaire population is fast turning Asia into a red hot banking 


spot. 


hough Switzerland has so far 

been the global wealth manage- 

ment hub, the majority of the 
private bankers in Europe believe that 
Singapore ул! overtake Switzerland 
within two years as the world's most 
important growth center of private 
banking and wealth management. In 
fact, it is not only Singapore with its 
congenial financial ambience, but the 
entire Asia now poses a tempting busi- 
ness opportunity for the global private 
bankers like rever before. A sizeable 
8.6% growth rate of the HNWI (High 
Net Worth Investors, defined as those 
with a minimum net worth of US$1 mn) 
population in the Asia-Pacific region in 
2006, along with a healthy growth rate 
of 10.5% of the region's overall wealth 
during the same period have led to an 
unprecedented rush among private 
banking service providers to cash in on 
the trend. Backed by low taxes, buoyant 
ecuity markets, confidence in banking, 
strong legal system, professional 
workforce and better regulatory envi- 
ronment, Singapore and Hong Kong 
surely lead the show. Closely following 
their example are nations such as Indo- 
nesia and Taiwan, which achieved 
double digit growth rates in HNWIs in 
2006. Soaring stock markets in China, 
India and South Korea have seen new 
millionaires, thereby boosting the 
growth rate of HNWIs in the region. In 
Gulf countries, high oil prices continued 
to benefit the Gulf Cooperation Council 
(GCC) countries (Baharin, Kuwait, 
Oman, Qatar, Saudi Arabia and the 
UAE) which led to persistent wealth 
creation throughout the region. Barring 
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notable exceptions of Japan and Aus- 
tralia, the Asia-Pacific markets re- 
mained particularlv strong in 2006. 
Most notably, the Dow-Jones China/ 
Shanghai Index returned a whopping 
130.6%. Even smaller Asian economies 
of Indonesia and the Philippines fared 
exceptionally well where Dow Jones In- 
dexes fetched 62.0% and 49.5% respec- 
tively, on the back of strong fundamen- 
tals. ш a nutshell, local markets in Asia 
have witnessed a strong recovery and 
Asian customers are willing to move out 
of cash and into more adventurous in- 
vestments such as property and equity, 
derivatives and currencies, which even- 
tually is leading to a rapid surge of pri- 
vate banking and wealth management 
activity there. Morecver, unlike the Eu- 
ropean HNWIs, whose wealth is mainly 
inherited, these new-age young HNWIs 
of Asia have amassed wealth mainly 
through their entrepreneurial talent 
and therefore obviously more adventur- 
ous and keen to park their assets in 
more esoteric avenues. Whatsoever, 
these unprecedented and bountiful op- 
portunities in the Asian region have 
lured the global as well as the local pri- 
vate bankers to set up shops here. But 
with the surge of more and more players 
into Asia, competition has also intensi- 
fied and Asia's private banking space 
suddenly looks overerowded. 


Overcrowding 

Private banking is now the fastest 
growing among all the financial services 
and is the means of managing private 
clients’ money by providing various ser- 
vices such as efficient wealth manage- 


ment, savings, inheritance and tax 
planning. These banks promise to 
maximize returns and minimize risk 
along with the tax burden of the clients 
through careful allocation of their 
money. It is anticipated that private 
banking revenue in the Asia-Pacific re- 
gion would grow at an annual average 
rate of 37% up to 2009. An astounding 
figure indeed, compared to a growth 
rate of 30% in the US and Latin 
America and 2246 in Europe, the Middle 
East and Africa. The top three private 
banks in Asia by assets under manage- 
ment are UBS with $100 bn, followed 
by Citigroup and HSBC. The industry's 
other big players such as Credit Suisse 
and Merrill Lynch are also eyeing a big- 
ger pie. Citigroup Private Bank, a divi- 
sion of the US financial-services giant 
Citigroup, says it has already captured 
half of Asia's approximately 88 billion- 
aires as clients, even as it launches op- 
erations in the relatively untapped 
markets of China and India and has 
been unanimously judged as the best 
private banker in Asia. UBS, which is 
already the world's largest wealth man- 
ager, had just 153 private bankers in 
Asia-Pacific six years ago; earlier this 
year that number reached 600, most of 
them working in Hong Kong and 
Singapore. “Ву 2015, we expect the 
Asia-Pacific market to be bigger than 
the European market”, says Kathryn 
Shih, the Hong Kong-based Head of 
UBS’ wealth-management operation in 
Asia-Pacific. Niche players like Pictet 
& Cie, one of the oldest Swiss banks, 
have also expanded their private bank- 
ing operations in Singapore. ABN 
Amro has operated a private banking 
service in the region for more than 15 
years. The bank’s regional head of pri- 
vate banking for Asia-Pacific, Urs 
Brutsch, based in Singapore, is keen to 
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ful multimillion dollar businesses. 


How do you see the private banking landscape in 
Asia? Do you think it will continue to grow at the 


same pace as it did earlier? 


According to the Merrill Lynch Cap Gemini 
Report 2006 and 2007, Asia-Pacific High 
Net Worth Individual (HNWI) wealth grew 
by 8% in 2005 and 10.5% in 2006. Looking 
ahead, Asia-Pacific HNWI wealth is pro- 
jeeted to total $10.6 tn, growing at a rate of 


6.7% (based on the 2006 report). 


There is enormous potential in the 
wealth management landscape with 5 out of 
the 10 fastest growing wealth markets in the 
world from Asia (Singapore, India, Indone- 


sia, Hong Kong and Korea). 


In the case of India, we think the ceuntry's 
wealth management market will grow faster 





Ajay Sondhi 
Managing Director 
Region Head, Global India 
Citi Global Wealth Management 





than the Asian average, probably at a rate in the 15-30% 


range. In 2006, for example, there were 55 millionaires cre- 
ated every day while in the most recent Forbes listing of Asian 
billionaires, India outranked China and Japan for the largest 
number of billionaires. This is an unprecedented achieve- 
ment and indicative of India's rising affluence. 


expand his customer base in Hong 
Kong. Standard Chartered, which sold 
its private banking business in 1996, 
relaunched a global private banking 
business in Singapore this year, with an 
eve on Asia's 2.6 million HNWIs who 
had $8.4 tn of assets at end 2006. In 
addition to Dubai and Singapore, the 
London-based Standard Chartered 
Bank is planning to operate in 10 mar- 
kets including Hong Kong, Shanghai, 
and Beijing. HSBC, which has refo- 
cused itself on emerging markets, plans 
to cpen private-banking offices in China 
and push growth in India and the 
Middle East to harness the growing de- 
mand from wealthy customers. Merrill 
Lynch, the No. 3 securities firm, plans 
to double its network of financial advis- 
ers and its business in India this year to 
help it compete with overseas rivals. 
Crédit Agricole SA (CASA), the largest 
banking group in France, is planning a 
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private banking thrust into Asia's fast- 
growing  marketplaces. Credit 
Agricole's private banking division said 
it wants to invest in China, Vietnam 
and India over the next five years as it 
expects Asian assets to expand by as 
much as 30% a year going forward. The 
French bank plans to hire more private 
bankers over the nex: three to five years 
as it boosts its business in Asia. The 
group is also looking for opportunities 
in private banking, asset management 
and even retail and is considering both 
acquisitions and partnerships in 
China, India and Vietnam. Currently, 
Credit Agricole has 110 private bank- 
ers based in Singapore and Hong Kong, 
by doubling the 55 it had three years 
ago. Moreover, niche bankers such as 
Zurich-based Julius Baer and Fortis, a 
financial services company, based in 
Belgium and the Netherlands, have 
opened shops in Singapore and Hong 


Private banking clients in Asia are predominantly entrepreneurs who have built up success- 


Globalization, economic liberalization 
and regulatory reform are driving economic 
growth and wealth creation across India 
and many other Asian markets. 

This growth is further driven by a strong 
entrepreneurial culture, continued modern- 
ization of the financial sector, a young and 
talented population, strong work ethics, high 
savings rate and a growing middle-class. 

Private banking clients in Asia are pre- 
dominantly entrepreneurs who have built 
up successful multimillion dollar busi- 
nesses. This entrepreneurial culture will 
continue enlarging the affluent class as they 
seek opportunities and advice on how to 
grow personal and business wealth in line 
with the booming economy. 


What is your view on the growing competition in private banking in Asia? 
Citi Private Bank serves clients with a minimum net worth of 
$10 mn (approx. Rs. 50 cr). Our bankers act as trusted advi- 
sors to help clients not only in wealth generation but also in 
wealth creation by leveraging both sides of the balance sheet 


Kong—two of Asia's key private bank- 
ing hubs. 

This unforeseen proliferation of pri- 
vate banking activities in Asia has sud- 
denly turned the business more com- 
petitive and hawkish. Private bankers 
here have virtually engaged in a war- 
like situation by offering more exotic in- 
vestment options to the Asian HNWIs 
so as to grab a larger pie of this lucra- 
tive business. The acute talent crunch 
has led to widespread poaching of expe- 
rienced bankers from rival groups. Ac- 
cording to banking sources, the 
Deutsche Bank has hired 18 from 
Citigroup and UBS lost eight bankers 
to Goldman Sachs. “Poaching remains 
the primary recruitment strategy for 
private banks," commented Justin Ong, 
a partner at PricewaterhouseCoopers 
(PwC). А PwC survey revealed that 15% 
ofthe banks are worried that more than 
30% of the bankers may move over to 
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—assets and liabilities. We deliver a holistic proposition 
that gives clients access to innovative and customized oppor- 
tunities in areas including private equity, real estate, struc- 
tured products and co-investment which are not available to 
the mass affluent segment. 

The current private banking industry in the region is a 
fragmented one so there are huge opportunities for private 
banks to grow their business. 

As clients become more sophisticated and demanding, to 
remain competitive, their wealth management needs must 
be met in a holistic manner encompassing both their per- 
sonal and business wealth. Citi Private Bank's ‘private in- 
vestment banking’ model couples our traditional private 
banking services with a degree of investment banking disci- 
pline that helps our clients expand their businesses region- 
ally and globally throughout the wealth creation process. We 
also leverage on the knowledge and resources of our vast 
network to give clients unmatched access to capabilities in 
other Citi businesses such as the expertise of our corporate 
and investment banking colleagues. 

With more clients looking to invest in their home mar- 
kets, it is critical to build a robust onshore platform in mar- 
kets like India. To be a market leader, we must be able to 
compete effectively on the local currency platform demon- 
strated with local talent, local research and intellectual 
capabilities. 

Citi has invested heavily especially in India with the ex- 
pansion of our private banking business and the launch of 
Citi Smith Barney, a new wealth management proposition 
offering financial planning and investment services via a re- 


tail brokerage platform. Citi Smith Barney targets high net 
worth individuals whose net worth ranges between $1 to 10 
mn (approx. Rs. 5-50 cr ). 


What kind of challenges is it likely to face in the future? 

Talent is the bedrock of our business and, perhaps, the single 
largest factor in constraining the growth of the wealth man- 
agement industry in Asia and also in India. 

We expect strong double-digit growth for our business in 
the short to medium-term. To match such growth, we need 
double-digit growth in our talent base. 

The current demand for wealth management talent ex- 
ceeds supply and this has made Asia a battleground for 
qualified and experienced wealth managers. 

Currently, the demand for wealth management talent ex- 
ceeds supply. This shortfall has led to aggressive hiring prac- 
tices and in some cases, poaching, which we view as an un- 
healthy short-term solution for both clients and the organiza- 
tion. Citi's commitment to India and the rest of Asia has 
spanned over 105 years and we have invested heavily in our 
strong institutional platform enabling us to hire the best and 
render extensive training to our people. 

In every strategic move or decision that we make, people 
are a primary consideration, which is why we invest substan- 
tially in training, recognizing and rewarding our people, and 
in creating opportunities for their career development. At Citi 
Private Bank, we have long recognized the fact that in an 
industry like ours, building a pipeline of talent is critical to 
our business and we have our own recruitment and develop- 
ment program to ensure this. 


in Asia could be forced to withdraw be- 


rival groups. Ong added that Asia's 
rapid growth and the shortage of 
trained bankers have triggered a talent 
war among the private banks but it is 
believed that this may come to an end 
over the next three years as more train- 
ing schools are opening in key wealth 
centers such as Singapore. However, he 
also warns that the next three years 
would be really tough. "The estimates 
are that you need another 5,000-8,000 
CRMs (Client Relationship Managers) 
in the next three years," he said, adding 
that the demand is higher than the 
number of new recruits entering the in- 
dustry from training institutes and in- 
house schools of banks such as UBS and 
Credit Suisse. 


More warnings 

Since 2003, stock markets in Asia, ex- 
cluding Japan, have been rallying and 
are up by 23% so far, this year. But the 
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specter of slowdown is looming large 
amidst problems in the US subprime 
mortgage sector. Many policy-makers 
in Asia have also warned of an asset 
bubble, particularly in China and have 
pinpointed the risks from an economic 
downturn in the US, the biggest export 
market for some of the Asian exporters. 
Moreover, “the total cost of doing pri- 
vate banking is enormous real estate 
is skyrocketing, the fixed cost of being 
in line of all regulations is high, and 
that's why the barriers to entry are get- 
ting higher and higher," opined Michel 
Longhini, BNP's Chief Executive for 
Asian private banking. But only banks 
with a larger retail presence or with a 
wider geographical reach like that of 
UBS or Citigroup can withstand the 
harsh reality of the market and expand 
operations in the long run. But mid- 
sized banks that have recently started 
building up private banking operations 


cause of cost difficulties and intensified 
competition. Longhini added, “In Asia, 
we are at a time when everybody be- 
lieves that because the market is grow- 
ing so fast, you should have a pres- 
ence... That is certainly not the right 
strategy. It will certainly force some 
banks to reconsider." Experts even 
warn that the increased competition, 
escalating cost of private banking 
business and an increasing fear of a 
slowdown in Asian economies will in- 
evitably lead to consolidation in the 
industry similar to that in Europe and 
North America, as mid-sized bankers 
have started realizing that otherwise 
they can't compete with biggies such as 
UBS and Citigroup who enjoy huge 
economies of scale.m 


– Amit Singh Sisodiya and Sanjay De 
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Microsoft vs. Google 


The Battle for Internet Supremacy 


Can the much ambitious acquisition of aQuantive help Microsoft fight 
Google's domination of Internet advertising better? 





n May 18, 2007, Microsoft took 

the company's advertising 

platform to a new level by ac- 
quiring aQuantive, an online digital ad- 
vertising company for $6 bn, which is 
also the Redmond giant's biggest acqui- 
sition bid ever. With this acquisition, it 
has raised the hope of a renewed rivalry 
with Google despite skeptics thinking 
that it will be difficult for it to dethrone 
the search engine titan. Nevertheless, 
the acquisition can help the software gi- 
ant carve out some serious territory in 
online advertising. 

With the acquisition of aQuantive, 
Microsoft can provide the advertising 
industry with a world-class, Internet- 
wide advertising platform. Earlier, the 
Redmond giant spent millions of dol- 
lars, but failed to make any serious 
dent in Google's inexorable march to- 
wards Web domination, where the lat- 
ter still rules the online search market 
with roughly half of the market share. 
However, this billion dollar acquisition 
may help Microsoft in enhancing rela- 
tionships with advertisers, agencies, 
and media owners/publishers by 
strengthening its advertising platforms 
and services. But, will it give Microsoft 
increased abilities in building and sup- 
porting 'next generation' advertising so- 
lutions, environments, and platforms 
such as cross-media planning, video-on- 
demand, and IPTV (Internet Protocol 
Television)? 

Consolidation is nothing new in the 
software world and the growing online 
business is getting smaller day by day. 
"A competitive move against Google is 
somewhat unlikely due to antitrust, 
culture, size and location. In the end, 
merging isn't as strong a path to success 
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as buying a firm which is higher on the 
advertising food chain," says Rob 
Enderle, Principal Analyst, Enderle 
Group. Others suggest that though 
Microsoft is 10 times stronger than 
Google, it has fears of being overtaken 
by Google. But nothing is impossible in 
the technological arena. Apart from his- 
tory repeating itself, Enderle says that 
Microsoft bypassed IBM in terms of glo- 
bal power the same way Google is trying 
to bypass Microsoft, and may do so, 
but—unlike IBM — Microsoft is putting 
up an impressive defense. Even so, it 
may not be enough. 

However, whether Microsoft alone 
will be able to take hold of the emerging 
multibillion-dollar business of Internet 
advertising or seek allies to dethrone 
their common rival, Google, is not clear 
at the moment. In the meanwhile, ru- 
mors of Microsoft and Yahoo! consider- 
ing a merger has been doing the rounds 
for some time now. 


Online opportunities 

In 2007, increased dominance of open 
Internet standards shall be witnessed 
as Web access via mobile phones grows. 
These standards will sweep aside the 
proprietary protocols promoted by indi- 
vidual companies striving for technical 
monopoly. Today's desktop software 
will be overtaken by Internet-based ser- 
vices that enable users to choose the 
document formats, search tools and ed- 
iting capability that best suit their 
needs. 

As advertising dollars move online, 
global companies are making their path 
in the ad business to capture an ever- 
growing portion of it, and they are seek- 
ing to expand their existing roles to 


seize that opportunity. In this inevi- 
table evolution of online advertising, 
the reach and power of the new digital 
advertising companies— Google, Ya- 
hoo!, Microsoft and WPP Group—are 
far superior to others'. Experts say that 
online ads will be the best way to reach 
consumers in the next five to ten years. 
They view that other country-specific or 
small companies, such as Rediff and 
Sify of India and Baidu of China, also 
have some scope against these domi- 
nant players and can pose a serious 
challenge to their international compe- 
tition as a large number of people use a 
local search engine as the information 
is richer and it is easier to search in lo- 
cal languages. For example, Baidu has 
close to 6096 market share in the search 
market in China to Google's 20%. The 
top sites in China are sina.com, 
sohu.com, etc. and in Korea it is Daum. 
The international biggies have not been 
able to make a dent in these markets. 
Expectedly, a series of major deals 
have rocked the online search business 
world and nearly $12 bn have been 
spent in just the beginning of 2007. The 
giants of the Web— Google, Yahoo!, 
Microsoft and WPP— have blown bil- 
lions of dollars in acquiring companies. 
King of online search, Google bought 
Double-Click Inc. for $3.1 bn in April 
this year and Yahoo! bought 80% stake 
in Right Media for $680 mn in which it 
already owned 20%. WPP Group, the 
second largest advertising and market- 
ing company, snapped up 24/7 Real 
Media, a pioneering agency. And the 
Microsoft-aQuantive deal has followed 
this with a similar move which prom- 
ises to reshape the online area of the 
advertising industry; clients are 
switching from costly print and on-air 
campaigns to comparatively modest 
and more effective efforts over the 
Internet. According to the Internet Ad- 
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UNAUDITED FINANCIAL RESULTS 
FOR THE QUARTER ENDED 30TH JUNE 2007 


Unaudited 





Net sales / Income from operations 
Other Income 
Total Expenditure 
a) |псгэзазе(-)/десгеазе(+) in stock in trade 
b) Consumption of Stores & Spares 
Staff Cost 
Selling Expenses incl. Freight outward 
Other Expenses 
TOTAL 
Interest 
Depreciation 
Profit before Tax (1+2-3-4-5) 
Provision for Taxation-Current Tax & FBT 
-Deferred Tax 
Net Profit (6 - 7) 
Paid-up Equity Share Capital 
10. Reserves excluding revaluation reserves 
11. EPS for the period (Rs.) 


12. Aggregate of Non-promoters shareholding 
- Number of Shares 


- Percentage of shareholding 


Notes : 1. Pending detailed measurement of liability of employee benefits by the acutuaries under AS 15(Revised), the 
same is not considered in the financial statements of Jun 2007, in terms of AS 25. 


2. Panna unit stopped mining activity from Aug,05 and production activity from Apr,06 onwards for want of 
environmental clearance as per the directions of the Central Empowered Committee of the Ноп’Ые Supreme 
Court of India. Considering the continuing uncertainty in resumption of the operations, the Company has assessed 
the position of impairment of assets of the Project and provided for impairment loss of Rs. 22.24 crore during 
the year 2006-07. There is no further development in the matter during the quarter. 





National Mineral Development Corporation Limited 
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SEGMENT WISE REVENUE, RESULTS AND CAPITAL EMPLOYED 
UNDER CLAUSE 41 OF THE LISTING AGREEMENT _ (ns.in crore) 
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1. Segment Revenue 
(net sale/income from each segment) 
a) шоп Ore 


b) Other Minerals & Services 

















Less : Inter segment revenue 
Net sales / income from operations 
Segment Results 
(Profit(+)/ loss (-) before tax and interest 
from each segment) 

a) шоп Ore 

b) Other Minerals & Services 

















3,271.01 
-47.41 
3,223.60 
0.00 
274.71 


724.47 3,498.31 























Less: Interest 
Add : Other unallocable income net off 
unallocable expenditure 
Total Profit before Tax 
Capital Employed 
(Segment assets-Segment Liabilities) 













































a) Iron Ore 620.49 712.44 734.01 
b) Other Minerals & Services 7.68 40.94 6.88 
c) Other Offices 5,579.20 3,597.30 4,872.49 


6,207.37 4,350.68 | 5,613.38 | 


3. As the Company has not received any investor complaints till date, the number of investor complaints received, 
disposed of and lying unresolved at the quarter ended 30-Jun-2007 be treated аз “NIL’. 


4. The above results were reviewed by the Audit Committee at its meeting held on 30-Jul-2007 and taken on 
record by the Board of Directors at its meeting held on 30-Jul-2007 at Hyderabad. 

For and on behalf of 

National Mineral Development Corporation Limited 

Sd/- 

Place : Hyderabad (B. Ramesh Kumar) 

Date : 30-Jul-2007 Chairman-cum-Managing Director 
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INTERVIEW 


itis an economic fight not a technological one, though one of the key weapons is, and will 


remain, search. 


inthe light of intensifying competition among the 
likes of Google, Microsoft and Yahoo!, the oppor- 
tunities for online advertising are growing and it's 
attracting global Internet firms such as Google, 
MSN, WPP and Yahoo!. How do you foresee the 
events unfolding in the Internet ad arena? 

Rob Enderle: This is all about controlling 
advertising dollars. The evolution is to- 
wards тера advertising aggregators, who 
then broker the ad spend out to Internet and 
zraditional media and manage, to an extent, 
bulk buying. It is an economic fight not а 
technological one, though one of the key 
weapons is, and will remain, search. 
fiatish: Opportunities have always been 
there. The current slew of M&As is more like 
consolidating the opportunities. However, what augurs well 


is that some of the opportunities were exploited and some - 


were not. When such opportunities get clubbed under one 
umbrella, the chances of a really good option, which hitherto 
was not utilized or understood, suddenly has a chance to real- 
ize its potential. Let's look at an example: Google is known for 
search, contextual and advertising. If the Double-Click buy 
goes through, Google will also add ad display to its basket of 
offering. Double-Click has other tools for search, has a robust 
ad-serving product, and has e-mailing products. Therefore, 
Google will be able to sell a much larger basket of products, 
and getting the rub-off of the Google name and potentially 
attractive deals, advertiser may tend to use more of the prod- 
ucts/services they did not use in the past. 





Rob Enderle 
President and Principal Analyst, 
The Enderle Group, California 





What will also happen with these 
M&As is the development of monoliths in 
the Internet ad arena. Also, previously dis- 
tinct areas such as search and display, 
agency and publisher, and content distribu- 
tor (therefore publisher) and inventory con- 
solidators (ad networks) are getting merged 
and the boundaries are slowly disappearing. 
Walking the thin rope between being an 
agency and a publisher at the same time is 
something one has to deliberate upon and 
handle with extreme care so as nct to create 
extreme conflicts. Overall, we should see the 
Internet ad scene growth as a whole and this 
is something which should benefit the in- 
dustry at large, notwithstanding the fears of 
privacy advocates and anti-monopolistic groups. 
Ravichandran: In the recent past, Google has convincingly 
established itself as a leader in the search space. If you look at 
both the profitability numbers and the revenue growth from 
Internet ads, Google has performed much better than Yahoo! 
in the last few quarters. MSN has had very little impact and 
is unlikely to seriously challenge Google's lead in this area. 

Google has been very effective in monetizing search. Its 
business model does benefit from the network effects. As 
Google powers more searches, it becomes a very attractive 
place for the advertisers. Since a large percentage of Web- 
based purchase transactions start with a search, clearly ad- 
vertisers find it important to bid for keywords in Google. As 
more people search using Google, the search outcomes do get 


vertising Bureau (IAB), Internet adver- 
tising revenues in the US totaled $16.9 
bn in 2006, setting a new record and 
surpassing the 2005 revenues by 35%. 


Microsoft-Yahoo combine 

Google's rivals, Mierosoft and Yahoo!, 
are adding companies and talent to de- 
liver next generation advertising. 
Microsoft, the world's largest software 
company, and Yahoo!, one of the global 
Internet media giants, could create an 
Internet advertising powerhouse to- 
zether. Experts say that with accelerat- 
ing online advertising growth Microsoft 
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might be willing to purchase Yahoo! 
against rival industry leader Google, 
which has been talked about for a long 
time. Already, Yahoo!, AOL (America 
Online Inc.) and Microsoft’s MSN have 
formed an alliance with NBC and News 
Corp. to create an online video platform 
to compete with Google's YouTube. Ana- 
lysts view that the Microsoft-Yahoo! 
deal would quickly trump Google’s deal 
for Double-Click. Yahoo is one of the 
world’s most popular websites, attract- 
ing millions of consumers with its day- 
to-day service, but Yahoo! is facing in- 
creased competition to sell advertisers 


the graphical display ads, such as ban- 
ners. Yahoo! now has only 22% of the 
search market as compared to Google’s 
54%. As per the figures from Web traffic 
tracking firm comScore, Yahoo!-MSN 
combined have 38.4% of the search mar- 
ket in the US, where Google leads with a 
market share of 48.3%. 

Microsoft and Yahoo! had worked 
together before. Yahoo! had provided 
Microsoft with search technology and 
advertising. Microsoft has technical 
knowledge that might help Yahoo! 
while Microsoft could manage the tech- 
nical platform and infrastructure of the 
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h customers face no а costs in taking their 
ch to another search engine such as Yahoo!, there are no 
incentives for them to do now. The embedding of the 
gle search box on most websites has made it a second 
| for most users to Google for information on the Net. 
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сы to other advertising’ inedia, EM _ 
ill mean a radical disruptive change in || 
_ the business model. In fact, Googleisalready || 
- testing these concepts in ‘radio, print апа. 
-online video ads. Firms such as WPP are ac- 
_ tually partnering with Google in these initia- 
tives. Google could become the platform 
_ through which proportional ads are deliv- 
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nm the display а area. Can the ener challenge S 
| _ Google's stranglehold on the search market, | 
when they individually have not been айе vs 
to build a good Loption? I would hi ak k hat a ds B 
the difficult task. ku ee 
Ravichandran: This is an interoating p pos- e 





_ atish | 
. егей, and agencies such as WPP might cre- CEO ара kiaiii sibility. The merger would certainly give | 
. ate the content for these ads. "^ Mumbai | scale but it is unlikely to be a serious chal- 


| There are speculations about Microsoft and Ya- 
.. heo! considering a merger to challenge Google. How do you view 
c ЕР 

| Rob Enderle: А competitive move against Google is some- 
_ what unlikely: due to antitrust, culture, size (Yahoo! is too 
_ big), and location. In the end, merging isn't as strong a path to 
. success as buying a firm which is higher on the advertising 
food chain. 

| .Batish: Both Microsoft and Yahoo! have been in extreme 
^ competition with Google, especially in the search market. 
" Google’ s share of the search markets (especially in English 
- language consumption markets) is growing. This obviously is 
.. being viewed with concern by both Microsoft and Yahoo!. The 
buyout of Double-Click gives Google another shot in the arm 
id that too in an area which Google was not really big in. 
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| dollars to survive. With that placement a company cat 
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lenge to Google in the near-term. Search, | 
like other Internet business (such as eBay), m 
is subject to positive network effects where one dominant H 
player will rule the space. A more viable strategy would be to _ 
pick out niches within search and online ads and build a abat 
ness in those niche areas. —— 2 


What does the future hold for sinali er companies such as Rediff апі o 
Sify of India and Baidu of Chinai in the light of the ever-growing trend 
of consolidation? | 
Rob Enderle: Depends, if they figure out where the fight ac- | 
tually is. Many still seem to think this is all about search ог _ 
portals. It isn't. It's about being strategically placed between | 
those spending advertising dollars and those needing those _ 










only control its revenue stream more «йончу but also 


companies' combined Internet activi- 
ties, Yahoo! could manage the consumer 
parts of the businesses, such as Yahoo! 
News, Finance and e-mail. Yahoo! has 
some great products and ideas. Yahoo! 
had great expectations from ‘Project 
Panama' (sponsored search advertising 
platform) and needed a company like 
Microsoft to guide the ship. Yahoo! is 
one of the world's most-visited and 
popular Internet websites, attracting 
millions of consumers a day to services 
which, in turn, attract advertisers. Ya- 
hoo! leads all competitors with 48% of 
image-based impressions, i.e., banner 
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ads, pop-ups, whereas Google domi- 
nates with 88.3 billion Sponsored Link 
Impressions, i.e., text-based ads. As per 
Nielsen Net Ratings, Microsoft's 
unique audience totals 119.6 million 
Internet surfers when compared to 
108.4 million for Yahoo! this year from 
March. But experts say that instead of 
a merger or acquisition between 
Microsoft and Yahoo! a more logical 
step would be partnership agreements 
between the two, where the strengths of 
each company are shared. 

However, Ryan Jacob, Portfolio 
Manager with Jacob Internet Fund, 


which owns shares of Yahoo! says, 
“Microsoft and Yahoo! combined would 
be more formidable forces against 
Google. And Yahoo! over a period of 
time, will have even more difficulty 
competing against both Google and 
Microsoft and I think that's becoming 
clearer to them." 

Though Microsoft has struggled to 
enter the rapidly growing online adver- 
tising world and build an Internet ad 
business, it now hopes to do just that. 
Yusuf Mehdi, Microsoft's Senior Vice- 
President, Chief Advertising Strategist 
remarks, "Microsoft has all the bigger 
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_ glish, 1 would tend te believe that the biggest 
_ sites in India would have been different —see 
pe the example of China, Korea, Russia, etc. 

... Each market is unique and I am sure lo- 
De eati companies can pose a serious challenge 





«oto their. international competition as we 
. have seen across product орви Я With a 
|. gound management, strong vision, 
should definitely come good and not succumb to pressure. 
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-Ravichandran 
Associate Professor, Lally Schoo! 
- of Management & Technology, 
Rensselaer Polytechnic Institute, 
USA 
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; customers perceive an added value in using 
their services the incentive to switch away 
^ from. Google may not. exist, especially if 
| Google continues to refine its country-specific 
Search capabilities. ]t must be pointed out 


that Google has not been very successful 


-when it has ventured into businesses that are 


not directly. tied to its core search capabili- 
ties. So there are certainly opportunities for 
smaller firms—we are iready seeing that in 
video search. 


Any other comment? 


| Ravichandran: Country-specific or region-specific business 
. models do have some scope for growth and success. I was in 
Seoul recently and found that a large number of users use a 
_ local search engine, and not Google, to look for information. I 
_ зав told that the information is more current and richer and 


pieces it needs te become a bigger 
player in online advertising.” 


Rewriting future – Microsoft has a 
tough job on hand 

Microsofts mission of making MSN as 
the number one search engine has a long 
way to go. According to Charlene Li, 
Analyst with Forrester Research, "The 
deal between Microsoft and Yakoo! is а 
tough cookie and it makes sense onlv on 
papers, the merger would bring a lim- 
ited benefit to Yahoo! and that a part- 
nership could be a prelude for an event- 
ful merger down the road for the two 
companies was a wise action to take." 
Hence, the reasors not to go forward 
with a deal remain stronger than to go 
with it, as combining the two companies 
would be a fearsome management chal- 
lenge w:th loads of complications. 
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enough. 


Probably, Google isn't sweating 
over this development too much. It is 
an unconventional daredevil holding a 
dominant market share. Despite the 
best efforts of its challengers the com- 
pany remains the most admired and 
visited website in the world. However, 
Microsoft anc Google are both trying to 
encroach into each other's territories, 
Google is targeting Microsoft's core 
business as it 18 developing Internet- 
based software that directly competes 
with Microsoft Office. Google has intro- 
duced word processing and spread- 
sheet software to challenge Microsoft's 
Office suite of products. It offers e-mail 
tools to compete with Microsoft's Out- 
look and Hotmail programs and а 
desktop search program that can scan 
all the documents housed on a per- 
sonal computer, a tool that Microsoft 


Rob Enderle: Much like Microsoft bypassed IBMi in terms of 
global power by a significant degree, Google is trying to by- 
pass Microsoft, and may do so. Unlike IBM though, Microsoft 
is putting up an impressive defense. Even 80, it may not be 


has added to its new Vista operating 
system. 

Ratish Nair, Chief Operating Officer, 
Interactive Avenues, says, "The merging 
of two different entities of such scale is 
obviously a mammoth task. Microsoft 
(while having MSN in its portfolio) 
makes most of its revenues from the 
software. Yahoo! being purely an 
Internet company gets the bulk ofits rev- 
enues from advertising.” Whatever it be, 
in the quest to be the best online, global 
players will be outwitted by other com- 
panies. However, for now, the moot ques- 
tion is: whether Microsoft can catch up 
with Google by enhancing its own MSN 
search, or whether it would be better off 
by buying Yahoo! Only time can tell.a 


— Amit њи Sisodiya and Neha Naithani 
Reference # G1 M-2007-09-09-01 
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Ш BUSINESS ENVIRONMENT 


Factoring Market 











factoring services. 


n today's competitive markets, it is 

no longer a cakewalk for any corpo- 

rate to hold and sustain its busi- 
ness as it is often exposed to a gamut of 
risks. It's all the more difficult for a 
young and upcoming enterprise that 
needs enough financial muscles to con- 
front contingencies. А steady stream of 
liquid cash is the lifeblood for any busi- 
ness house, for which they usually de- 
pend on banks and financial institu- 
tions. However, for Small and Medium 
Enterprises (SMEs , raising credit from 
institutional sources is a difficult task 
as these institutions insist on collat- 
eral securities. To counter this, factor- 
ing is catching on amongst India’s 
SMEs. Factoring mainly assists com- 
panies with quick payment for their ser- 
vices in the form of financing working 
capital, management of the sellers’ 
sales ledger, collection of debts pur- 
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Mounting Prospects 


india’s ever-increasing openness to trade is amplifying opportunities for the 


chased, and credit risk protection. 
Apart from these four basic services, 
factoring players also provide assured 
advisory services to the clients by lever- 
aging their experience in credit and fi- 
nancial dealings and access to wide- 
spread credit information. 

India’s ever-increasing openness to 
trade is amplifying opportunities for 
the factoring services and conversely 
enabling an increase in international 
trade. Significantly, factoring offers 
enormous benefits for the SMEs. The 
SME sector contributes 50% of the ex- 
ports and is the second largest employ- 
ment generator next to agriculture. The 
fact that SMEs have seen an 8% rise in 
exports in 2006 compared to 2005 high- 
lights the potential growth for factoring. 
In India, only 3,000 companies, i.e., a 
small fraction of the existing 12 million 
SMEs, are utilizing this innovative 


method of financing. Hence, there is 
still a lot of potential to be tapped by 
the factoring companies. 


Making India globally 
competitive 

Factoring is no longer branded as a ‘last 
resort of lending alternative in India. It 
has been recognized as one of the most 
useful financial sources, especially by 
the SMEs. Indian factoring industry is 
going to be the most reliable avenue for 
the nation to meet the objectives of For- 
eign Trade Policy and make the Indian 
exporters globally competitive. But de- 
spite the commendable development in 
the factoring market, little academic 
work has actually been undertaken to 
establish the correlation between fac- 
toring and other variables such as SME 
business and foreign trade sector. This 
requires the immediate attention of re- 
searchers and businesspersons so that 
academic works and awareness pro- 
grams can be initiated in this field to 
provide newer avenues of knowledge 
base to improve the revolutionary trade 
finance tool called ‘factoring’. 


A better option 

Almost every industry can reap ben- 
efits from factoring including textiles, 
manufacturing, electronics to pharma- 
ceuticals, IT and processed food indus- 
try. Recently, services-led export com- 
panies are also showing renewed inter- 
est in the factoring services. The biggest 
problem that the exporters are facing is 
the increasing insistence by importers 
for *an open account trade" in which 
payment can be made by the importer 
many weeks or months after the deliv- 
ery of goods. However, in the meantime, 
exporters face concerns such as lack of 
working capital, credit risks, delayed 
collections of bills receivables and bad 
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Factoring Market 








INTERVIEW 


Indian entrepreneurs and factors must prepare themselves to exploit the latent potential of 


factoring. 


Factoring market in India is visible, but still lags 
behind many countries. Your comments? 

While Indian foreign trade has acted as the 
engine of economic growth and employment 
of the nation, factoring, even though being a 
relatively new finance option in India, has 
started playing a crucial role in fueling this 
engine of growth. A typical factoring market 
is characterized by transactions where firms 
sell their creditworthy accounts receivables 
at a discount (generally equal to interest 
plus service fee) to a factoring company to 
raise immediate cash. It is important to note 
here that the modern factoring is not merely 
about financing; rather, it is a comprehen- 
sive financial package that includes working 
capital finance, credit protection, bookkeeping of accounts re- 
ceivable, and collection services. The word ‘factoring’ is rap- 
idly gaining new converts in the financial sphere since it was 
introduced by the RBI in the early 1990s with the primary 
objective of providing adequate and timely finance to the fi- 
nancially-constrained SMEs that were undergoing sluggish 
growth. According to a World Bank report, India's factoring 
activity grew by over 800% between 1998 and 2003, which 
clearly reflects the growing appetite of Indian business com- 
munity for a factoring market infrastructure. In addition, 
Factors Chain International (FCI) based in Amsterdam re- 
ports that the Indian factoring market has grown by 456%, 
from Rs. 1,980 cr ($450 mn) in 2002-03 to Rs. 11,000 cr ($2.5 
bn) today. That number is further estimated to go up to 
Rs. 44,000 cr ($10 bn) by end-2007. Given the huge size of 
Indian SME sector, factoring, which is evolving updated prod- 
uct lines, is expected to continue as an attractive business 
tool for years to come. 


debts. Today, they are minimizing 





Arvind Sonmale 
MD & CEO 
Global Trade Finance Limited 





If one were to look at the other side ofthe 
room, India is lagging behind world usage of 
the product. Firstly, while 300,000 compa- 
nies in 60 countries across the globe cur- 
rently use factoring as a means of credit 
support amounting to a global business of 
over Rs. 5,220,000 cr (€900 bn), there are 
only eight active factoring companies oper- 
ating in India with a small 0.2% share of the 
global business pie. In fact, the Asia-Pacific 
region accounts for 16% of the global busi- 
ness, according to ЕСТ. Secondly, 95% of the 
domestic bills of exchange industry, doing a 
whopping $334 bn business, is still using 
letters of credit (L/Cs). Thirdly, it has been 
observed that out of 12 million SMEs in In- 
dia, only 3,000 SMEs access factoring. Finally, if we compare 
the growth of Indian factoring industry with that of China and 
Taiwan, which increased by 2390096 and 1500% respectively 
during 1998-2008, we realize that we have to traverse a long 
way before we could catch up with these countries. 

These, however, need not be viewed as points of despon- 
dency for the factoring industry in India. 


Are there any setbacks for the growth of factoring market in India? 

The optimistic answer to this question is that there is a tre- 

mendous scope for improving the market share. The following 

are the few areas that need adequate attention to spur the 

growth of factoring in India: 

> Lackofawareness about what, why and how of factoring even 
at the policy-makers' level. This requires an aggressive cam- 
paigning and advertisement strategy to spread the concept of 
factoring, and its necessity and utility across India, the trad- 
ing community with SMEs being the first target group. 


sion as well as interest on the amount 


these risks by adopting factoring ser- 
vice providers who collect money from 
importers and facilitate exporters with 
protection against bad debts. 

The exceptional advantage of factor- 
ing over other types of trade finance is 
that it doesn't require collateral secu- 
rity. Increasing thrust for globalization 
has given momentum to the factoring 
market in India. Many companies are 
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recognizing the importance of factoring 
in the recent past. Export factoring is 
the most sought after option, particu- 
larly by SMEs, as it can help them to 
become more competitive in the multi- 
farious world markets. 


Hurdles remain 

On the flip side, factoring is compara- 
tively an expensive financial service. 
Factoring companies charge commis- 


forwarded as advance and it becomes 
more costly if it is a recourse factoring. 
Agreements of factoring between factor 
and buyer attract stamp duties making 
factoring a further costly business. Ma- 
jor factoring companies mention that 
the stamp duty could be up to Rs. 1 lakh 
on a capital value of Rs. 1 cr. These 
charges could be quite exorbitant for an 
SME. These companies are restricting 
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> Lack of legislation for facilitating the growth of factoring 
market reflects a grave underestimation (by the policy- 
makers) of a powerful tool like factoring that has already 
established the credibility of being a viable lending option 
and product choice for SMEs. Though the Foreign Trade 
Policy and other export promotion policies of the Govern- 
ment of India provides indirect impetus to factoring busi- 
ness, no government policies directly deal with factoring. 
The government, therefore, must undertake the responsi- 
bility of framing progressive legislative measures to di- 
rectly deal with factoring. This would not only give more 
legal validity and protection to factoring business, but 
also create a sophisticated infrastructure for factoring in 
India commensurate with that prevailing in developed 
countries today. 


Though the cost of factoring is a bit expensive, services of factors are 

nevertheless attracting the SMEs. Explain? 

Though the rates charged by factoring companies is slightly 

more than the rate offered by banks, the value-added services 

provided by factoring companies, as listed below, attracts the 

SME customers: 

» Flexible financing and immediate cash flow — it supports 
growth; 

> Prepayment up to 90% of the invoice amount; 

> Non-collateralized source cf finance – normally, the 
availability of collateral (either in the form of real es- 
tate or other tangible assets: is a precondition to secure 
access to bank finance. But typically, SMEs use what- 
ever collateral they have to start up their business and, 
therefore, lack additional assets to secure against rais- 
ing additional debt finance ‘or further business expan- 
sion. In this cortext, factoring, which does not need col- 
lateral, is the most appropriate source of finance for 

SMEs; 
> Cash collection services; 

» Credit protection services; and 
» Credit management services. 

It is important to mention here that unlike banks that 
only extend finance, the factorirg companies provide a set of 
other value-added services such as sales ledger manage- 
ment, credit protection and collection services. As a result, it 
reduces the operating cost of SMEs. Factoring also strength- 


ens the balance sheet and enhances the borrowing potential 
of the SMEs because factoring is not a loan but a debt pur- 
chase and there are no additional liabilities on the firm's 
balance sheet. 


How do you foresee the prospects for factoring market in India in view 
of both domestic and export factoring services? 

A deeper study of Indian Foreign Trade Policy makes it clear 
that the government is proceeding with growing openness 
and forward looking policies to meet the needs of changing 
international economic order as well as to ensure national 
economic growth by following export promotion policies. The 
Foreign Trade Policy 2007-08 infused enthusiasm among 
the Indian exporter community by introducing various pro- 
gressive steps and hence opened more opportunity to factor- 
ing business in India. The factoring volume in India is in- 
creasing at a rapid pace. The factoring companies are get- 
ting more organized and competitive by adding new verti- 
cals. Most importantly, the SMEs have started recognizing 
the benefits of factoring. This ensures a tremendous market 
demand for factoring in India due to the presence of a large 
SME sector. Growing corporate profits, favorable demand 
conditions in domestic as well as external market, a resil- 
ient global economy, optimistic attitude of the Indian en 
trepreneurs and overall business optimism would continue 
to make factoring a lucrative business option for Indiar 
factoring companies in both short-term and long-term 
perspectives. 

With the growing productivity of Indian economy, the ex 
port volume is anticipated to grow at a higher rate despite г 
momentary slowdown due to rupee appreciation. Indiar 
policy-makers will definitely find a way to neutralize the 
negative impact of currency appreciation and the export vol 
ume will bounce back to an even higher growth track. In thi: 
context, the export factoring, which has proved to be a cheape! 
option than traditional methods of financing, is expected t 
boom. 

Similarly, the growing domestic economy, improved in 
vestment climate and growing aggregate demand will boosi 
domestic factoring at an equal footing with export factoring 
However, there are many valid reasons to go for a better prog 
nostication of export factoring in comparison to domestic fac 
toring due to growing economic globalization. 


their services to only recourse factoring 
and domestic factoring is one of the im- 
pediments to factoring market in India. 
Offering both domestic and export fac- 
toring with non-recourse might attract 
more firms to utilize their services. 
Many businesses in India still fol- 
low the traditional approach for credit 
and bills discounting and are still un- 
aware of factoring, which adversely im- 
pacts the factoring market. Further, as 
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there is no proper legal framework to 
protect factoring services, the market is 
moving at a snail's pace. 


Outlook 


Despite the fact that factoring is a bit 
expensive, its package of services makes 
it an ideal option. Ajit A Kamath, Chair- 
man and Managing Director, Arch 
Pharma Labs, Mumbai, says, “Although 
the rate charged could be higher than the 


prime lending rate by 200 basis points 
its services such as cash collection, credi 
protection and financing up to 95% of thi 
invoice value are the ones that stanc 
out." It's high time for many busines 
firms to wake up and realize the laten 
merits of factoring and utilize its un 
tapped potential.m 


— N Janardhan Rao and Sride 
Reference # 01M-2007-09-10-0 
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Shareholder Activism 


For Better or Worse? 


А new breed of investors promises to take corporate boardrooms to task. Or, 
is it just a flight of fancy for some ambitious big-ticket investors? 


When shareholders speak, everyone 
benefits. 

— Eric Jackson, 

President & CEO, 

Jackson Leadership Systems, Inc. 


n June 18, when Yahoo! an- 

nounced the exit of its CEO, 

Terry Semel, along with some 
other top officials, it looked like any other 
instance of a high-profile exit; however, it 
was not. The change in leadership was not 
a routine transition; rather, it was a 
forced event, courtesy shareholder activ- 
ism, a new phenomenon. One man spear- 
heading the shareholder revolt is Eric 
Jackson, who influenced Yahoo! investors 
into challenging the leadership of Semel 
and Yahco!’s board whom they felt were 
not doing enough to pose any significant 
challenge to market leader and arch rival, 
Google. This was, however, not the first 
time the corporate boardroom in America 
was witnessing this kind of activism from 
shareholders. In the last seven vears or so, 
post-Enron, angry shareholders have tar- 
geted erring corporates and their top 
brass for failing to create shareholder 
wealth. ABN AMRO Bank, Vodafone, 
Motorola, Home Depot, ExxonMobil and 
Kraft Foods are some of the corporate 
biggies which are feeling the ire of irate 
investors. Who could be next? But alarm- 
ingly, the trend is growing faster, adding 
to the concern that it could be a 
ploy used by some deep-pocketed indi- 
vidual investors to steal the limelight. 


Beware corporates, angry 
shareholders are coming 
The phenomenon, however, is not quite 
new even though it appears so. Long 
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ago, during the 1970s, religious inves- 
tors formed a shareholder coalition 
called the Interfaith Center for Corpo- 
rate Responsibility. and started using 
the shareholder preposal process as a 
way of working for peace and social jus- 
tice, according to an organization called 
Friends of the Earth, based in the US. 
This group of investors began organiz- 
ing and filing resolutions on South Afri- 
can apartheid, community economic de- 
velopment and global finance, environ- 
ment, equality, international issues, 
health and militarism. By the mid- 
1980s, the focus shifted to the issue of 
corporate governance. In 1985, a group 
of investors came forward to set up the 
Council for Institutional Investors (CID 
with the objective of protecting the fi- 
nancial interests of its member inves- 
tors and pension funds. Four years 
later, in 1989, in another move to fight 
corporate excesses—this time towards 
in the wake of the Exxon Valdez oil spill 
disaster, which was also one of the big- 
gest man-made environmental disas- 
ters ever to occur—investors and envi- 
ronmentalists banded together to form 
the Coalition for Environmentally Re- 
sponsible Economies (CERES), which 
was built around elements of environ- 
mental disclosure. This investor-envi- 
ronmentalist alliance used the power of 
share ownership to persuade compa- 
nies to adopt a set of environmental 
principles and produce public standard- 
ized annual environmental reports. 
Shareholder advocacy became a 
buzzword in the US, long before Enron 
and a number of corporate frauds came 
to the fore. Today, the shareholder ac- 
tivism is seen as а more powerful revo- 


lution that is influencing corporate be- 
havior in America and other developed 
markets such as Europe and Japan. 

To lend more teeth to the move- 
ment, it is not only the ordinary share- 
holders but also big-ticket sharehold- 
ers, such as hedge funds and private eq- 
uity investors, who are acting as a ma- 
jor pressure group, influencing 
corporates, pressurizing the boards 
with regulatory scrutiny, and demand- 
ing superior performances and replace- 
ment of leaders who fail to deliver. And, 
it is not just the CEOs who are feeling 
the heat; even the board members are 
now being targeted, as the Yahoo! and 
Home Depot cases, among others have 
demonstrated. 

A study by a global management 
consulting firm, Booz Allen Hamilton, 
indicates that boards are increasingly 
replacing their CEOs, and the propor- 
tion of CEOs leaving because of power 
struggles has increased from 2% in 
1995 to 1146 during 2004-06. While the 
departures of CEOs due to clashes 
among board members has increased 
more than five times, the compensa- 
tion controversy at many firms has 
also seen their top executives get the 
boot (Robert Nardelli, CEO of Home 
Depot, was shown the door recently as 
angry shareholders forced the Home 
Depot board to take this extreme step). 
Shareholder angst has resulted in an 
increase in the turnover at the top. Ac- 
cording to statistics, during the last six 
years (1995-2006), the annual turn- 
over of CEOs has increased by 59% glo- 
bally, whereas the performance-re- 
lated turnover has increased by 318%, 
where the chief executives are either 
fired or pushed out. Interestingly, 
while only one of eight CEOs was out 
involuntarily in 2005, the number im- 
proved for the better as it increased to 
one in three in 2006. 
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Shareholder Activism 





INTERVIEW 


It's the governance of strategic and operational problems that can hold the keys to the 
largest long-term return for shareholders. 


How do you view the emergence of activist 
investors? 

Ithink it's an extremely healthy trend which 
benefits all the capital markets. Friedrich 
Nietzche once said: “If you see an old tree 
falling over, you push it." Joseph Schumpeter 
built on this philosophy in his writings on 
'ereative destruction' in capitalism and how 
consumers benefit from innovation that de- 
stabilizes monopolies or inefficiently run 
companies through new competition. In the 
case of activist investors, a public company 
with a number of assets faces its strongest 
critics from its shareholder base. Instead of 
waiting for competitors to force change, ac- 
tivist shareholders force change from within 
the family. Change from within is often very 





Eric Jackson 
President & CEO 
Jackson Leadership 
Systems, Inc., Canada 





other shareholders, when they push for 
change to further increase a company's 
value. 


How willing are the corporates in allowing the ac- 
tivists into boardrooms? 

It's human nature to deflect criticism and 
defend your past actions. Who you are and 
how successful your past actions have 
been, will be a determinant on how easily 
your views are accepted by boards and 
companies you target as an activist inves- 
tor. That being said, however, there is in- 
creasing pressure on boards to demon- 
strate that they are fairly reviewing and 
are perceived as open to listening to the 
views of their shareholders. Despite rep- 


difficult, as managers and boards are committed to decisions 


resenting a group of shareholders owning only 0.15% of Ya- 


they've taken in the past. Activist investors provide a very | hoo!, the company did agree to meet me in advance of the 


helpful and constructive objectivity to the company and its 


Experts attribute the growing trend 
of shareholder activism to a number of 
factors. First, the number of households 
having equity investments has grown 
several times over the years in the US. 
Today, according to the US Chamber of 
Commerce, about half of all house- 
holds—57 million in all—own stock di- 
rectly or through mutual funds, which is 
nearly double the figure 16 years ago. 
Further, awareness among investors too 
has grown now as they are not hesitating 
to ask companies to perform and create 
wealth. As a result, investors have begun 
to demand from the board far greater 
accountability and shareholder wealth 
creation. The new activism by share- 
holders has certainly created pressure 
on boards to show the door to poorly per- 
forming executives. For instance, 
ExxonMobil Corporation has faced 15 
shareholder proposals on issues includ- 
ing executive compensations, corporate 
governance and environmental issues. 
The shareholders have also made an ef- 
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fort to remove Michael Proskin, the 
Board Member and the Chairman of 
company's public issues committee. An- 
other proposal has also been made to 
split its chairman and chief executive 
positions. Another similar instance is 
that of the UK-based Vodafone, the 
world's largest wireless telecommunica- 
tions service provider, whose CEO Arun 
Sarin is under continuous pressure from 
the company's shareholders. In 2006, 
angry shareholders showed their disap- 
proval by voting against the re-election 
of Sarin into the board as they felt that 
the company was losing track by focusing 
too much on overseas expansions (some 
of which have proved to be disastrous, for 
example the Japanese market, which it 
exited recently after having failed to 
beat the competition from local opera- 
tors such as DoCoMo and KDDI), and а 
string of bad performances that saw it 
report losses of £22 bn for FY06—a 
record in corporate Europe — and the hot 
pursuit of “bigger is better" strategy 


annual meeting to discuss our alternative ‘Plan В’. I’m not 


(that recently saw it acquiring Hutch in 
India, however, not after facing a string of 
regulatory and legal glitches). More re- 
cently, Efficient Capital Structures 
(ECS), an activist group, protested 
against the company to spin off its 45% 
stake in Verizon. ECS also blames 
company's inefficient capital structure, 
as share prices have underperformed 
during the last five years by 28%. Ear- 
lier, according to a Motley Fool report, 
Standard Life Investments, Vodafone's 
seventh largest investor, had openly 
criticized Sarin's global strategy and 
said that Sarin should sell Vodafone's 
45% stake in Verizon Wireless to its 
parent, Verizon Communications Inc., 
for at least £25 bn ($44.64 bn). Now, the 
ECS’ new proposals want voting thresh- 
olds to be lowered to give shareholders 
more power to approve or shoot down any 
proposed merger of more than roughly $2 
bn by a simple majority vote. It has also 
submitted requests to spin off 
Vodafone's 45%interest in Verizon 
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sure that would have happened 10 years ago. At the end of 
the day, the three single biggest predictors of you getting 
&ccess to the bcardroom are: (1) how large a stake in the 
company you own; (2) the merits of your ideas and whether 
they have potential to gain traction with other sharehold- 
ers; and (3) whether you seem to the board to be someone 
reasonable and fair with whom to negotiate. 


What is its impact on the corporate world? 

There are some who say that activist investors can be short- 
sighted and distract management from their ‘real jobs’ of run- 
ning the business. As in any line of work, you can have activist 
investors who are more helpful and others who are less help- 
ful. However, if management and boards have to be more vigi- 
lant and prepared to justify their actions to their sharehold- 
ers, as a result of concern or fear that they will become a target 
for activist investors, I believe that's a good thing which helps 
them make better decisions that ultimately serve their 
shareholders. 


Do you think activists overstep while forcing/questioning corporates? 

I personally cringe when I read reports of 20-something-year- 
old recent graduates, who now work for hedge funds, making 
arrogant threats to managers. I believe you should fundamen- 
tally approach any potential activist investing target with 
humility. These are companies led by managers who think 
about this industry and the company's situation 24 hours a 
day. Before you advocate change, you should better do your 


homework and really have some well-thought-out ideas for 
change. The other place where I believe activist investors 
sometimes fall down is in over-analyzing/placing weight on 
financial metrics, rather than governance, strategy, and op- 
erations. When you exclusively focus on the financials and 
advocate only a quick sale, dividend, or buyback, no wonder 
that you come under criticism for being too short-term fo- 
cused. Financials are important as to activist investor. How- 
ever, I personally believe that it's the governance of strategic 
and operational problems that can hold the keys to the larg- 
est long-term return for shareholders. 


Any other comments? 

Activist investing does not have to be restricted to a handful of 
hedge fund managers who live in Greenwich, Connecticut. Our 
work at Yahoo! demonstrates that individual investors can 
also play an important role in influencing dialog and forcing 
change at companies. I hope that the Securities and Exchange 
Commission (SEC) in the US allows for greater ‘proxy access’ in 
time for the 2008 proxy season. Although few will take advan- 
tage of the new rules making it easier to run for a spot on the 
boards of corporations, by making it possible the SEC will be 
indirectly influencing companies to be better stewards for their 
shareholders—making a more robust and efficient capital 
market. I also hope that our Yahoo! example inspires more 
individual investors to see that by using the free tools available 
to all on the Internet, they can be empowered to effect change. 
When shareholders speak, everyone benefits. 


Wireless, which is a partnership be- 
tween Vodafone and Verizon Communi- 
cations, into a tracking stock as well as 
issue new bonds directly to sharehold- 
ers. The reason being, the group believes 
that the management is not realizing 
сле full potential of the global wireless 
market. Further, giving shareholders 
control of the steering wheel would help 
get the stock price up to what the group 
considers a fully valued level. But 
Vodafone, quickly and courteously, dis- 
counted the request for changes, essen- 
tially relegating the group to the 
backseat. The company noted tha: it con- 
tinuously looks at a number of options to 
better position the company and that 
the current strategy is solid and in the 
best interests of shareholders. ABN 
AMRO, which :s Europe's third largest 
bank, becomes the new target of the 
shareholder activists. Activist hedge 
fund investor. The Children's Fund 
(TCI) has written to ABN AMRO call- 
ing for a break-up ef the firm. 
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Lending an ear 

To win the confidence of investors, 
boards are now beginning to pay heed 
and becoming less tolerant towards err- 
ing CEOs; they are splitting the roles 
and responsibilities of CEOs and the 
Chairman, and adopting corporate gov- 
ernance. While it is a welcome change, 
experts feel that more needs to be done. 
For, inclusiveness of investors, employ- 
ees and government is the most critical 
attribute with the changing pace of glo- 
bal business today. It would increase the 
likelihood of business improvement and 
significantly increase the value of the 
company. One most important corporate 
governance move has been made in the 
majority voting system, which is the 
most widely adopted reform this year. It 
states that the directors must be elected 
with more than 50% of shareholder 
votes. Another is the ‘Say-on-Pay’ pro- 
posal, which gives the shareholders room 
to vote on the executive compensations. 
Proposal at 66 companies have been 


filed on the compensation packages. 
Though strong proposals are being 
made, how far the companies are willing 
to engage in such proposals with the in- 
vestors remains to be seen. Jackson 
says, “There is increasing pressure on 
boards to demonstrate that they are 
fairly reviewing and are perceived as 
open to listening to the views of their 
shareholders.” He adds, “At the end of 
the day, the three single biggest predic- 
tors of you getting access to the board- 
room are: (1) how large a stake in the 
company you own; (2) the merits of your 
ideas and whether they have potential to 
gain traction with other shareholders; 
and (3) whether you seem to the board to 
be someone reasonable and fair with 
whom to negotiate.” Though slowly, one 
such kind of initiative is now seen at 
Aflac, Inc., the first company to entrust 
the shareholders with the power of non- 
binding voting on executive pay after a 
proposal filed by Boston Common Asset 
Management, an investment company. 
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Your belief. 
Our strength. 


>enturion Bank of Punjab is a leading new generation private sector Bank. The Bank serves individual consumers, 

mall and middle market businesses and large corporations, with a full range of products and services for investing, lending and 
wadvice on financial planning. It holds leadership positions in the two wheeler loan and commercial vehicle loan segments 
wand offer a wide range of world-class banking products and services. 


Yenturion Bank of Punjab has a nationwide presence comprising of 279 branches and 408 ATMs across 143 locations. It also offers 
:omprehensive Wealth Management Solutions designed and personalised to meet customer aspirations. 


Vith strengths in the Retail, SME and Agriculture businesses, the Bank is well poised to grow from strength to strength 
1the Indian market. 


‘he customer has the option to interact with the Bank at branches, through the ATM network and through internet / mobile banking. 


Jur extensive range of banking solutions 4 Ce nturion 


Savings Accounts | Current Accounts | Fixed Deposits | Life & General Insurance | Mutual Funds | 
*ersonal Loans | Home Loans! Demat Services! Portfolio Management Services | Two Wheeler Loans | 
visa Money Transfer | SMS Alerts | Cheque Drop Boxes | Educational Loans | Foreign Exchange Services! 
^gricultural Loans | Commercial Vehicle/ Construction Equipment Loans INDIA'S FASTEST GROWING BANK 


Bank of Punjab 


"vww.centurionbop.co.in * As per Business Today's India's Best Banks Survey (Conducted by KPM( 
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Shareholder Activism — A Brief History 


The birth of shareholder rights: Investors and policy makers believed the infamous stock market 
crash of the late 1920s was caused due to a significant part by the companies’ lack of transparency. 
As a result, the Securities and Exchange Commission (SEC) was formed through the Securities Act 
of 1933 and 1934 to create public disclosure and enforcement mechanisms to protect investors and 
promote the dissemination of reliable corporate information to the marketplace. 


Socially-oriented shareholder activism: In the 1970s, religious investors formed a shareholder 
coalition called the Interfaith Center for Corporate Responsibility, and started using the shareholder 
proposal process as a way of working for peace and social justice. They began organizing and filing 
resolutions on South African apartheid, community economic development and global finance, 
environment, equality, international issues, health and militarism. 


Corporate governance activism: One of the more common issues addressed through share- 
holder activism is the topic of corporate govemance, or how a company structures and compen- 
Sates its leadership, particularly vis-a-vis the shareholders’ rights (more information can be found at 
corpgov.net). In 1985, The Council for Institutional Investors (CII) was formed to protect the 
financial interests of its member investors and pension funds. The Cll and its member groups are 
actively involved in stucying and promoting good corporate governance. 


An investor-environmental alliance: |п 1989, in the wake of the Exxon Valdez disaster, investors 
and environmentalists banded together to form the Coalition for Environmentally Responsible 
Economies (CERES), which was built around elements of environmental disclosure. This investor- 
environmentalist alliance used the power of share ownership to persuade companies to adopt a set 
of environmental principles and produce public standardized annual environmental reports. 


A rise in shareholder activism: Today, shareholder resolutions are used more than ever as a way 
of influencing corporate behavior. In 1997, the Social Investment Forum reported that three- 
quarters of a trillion dollars are controlled by investors who play an active role in shareholder 
advocacy. That same year, the shareholder activist community successfully fought proposed SEC 
rules that would have severely limited the ability of shareholders to introduce social resolutions. 





Source: www.foe.org 


Handle with care 

Activist investors, however, have so far 
only a handful of successes to boast of, 
which include Nelson Peltz in the 
break-up of Cadbury, TCI forcing ABN 
AMRO to break-up, and Eric Jackson 
in the case of Yahoo! Yet, encourag- 
ingly, the new trend is that there is a 
major shift in the balance of power— 
more towards the shareholders; away 
from corporate executives and board of 
directors аз companies now bow to the 
activist investors’ pressure. Take the 
case of Motorola, for instance, where 
Carl Icahn, the billionaire shareholder 
activist, criticized Ed Zander, CEO, 
Motorola, for the company's poor run of 
show and lackluster share prices in the 
recent past. The pressure tactics 
worked. Motorola shares rose after the 
billionaire investor's plan to buy about 
$2 bn of its stock became public. *The 
move steps up the pressure on the 
Motoroia Chief Executive, Edward 
Zander, as he seeks ways to bolster 
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profit margins in the face of mounting 
competition and demand for lower 
priced phones," commented a report in 
the International Herald Tribune. 
Icahn, who is also currently the 11" 
biggest shareholder in Motorola 
pressed the company to reward inves- 
tors with a bigger buyback in January 
and said the stock was undervalued. 
"Eight of the ten largest investors in 
Motorola added more shares in the 
most recent quarter, according to regu- 
latory filings, signaling their confi- 
dence the company could improve re- 
sults," the report added. 

However, a different viewpoint is 
that, as some experts feel, giving more 
power to the shareholder could also be- 
come a threat for the companies. Share- 
holders cannot expect constant profit- 
ability in business; companies can go 
through crests and troughs in returns, 
which shareholders need to realize and 
trust the management and should not 
blindly follow activism. And this is 





what happened at Motorola; sharehold- 
ers did not lose hope on board and voted 
against Icahn. In fact, Motorola was one 
of the top scorers among all S&P 500 
companies in terms of corporate gover- 
nance from the Institutional Sharehold- 
ers Service (ISS). And the company also 
stated that American Railcar Indus- 
tries and XO Holdings have received low 
scores from ISS for which Icahn is the 
Chairman. This shows that activist in- 
vestors are not always right. In a wel- 
come change, many companies have 
started becoming more active them- 
selves and have begun to set up teams 
to respond to activists. "The other place 
where I believe activist investors some- 
times fall down is in over-analyzing/ 
placing weight on financial metrics, 
rather than governance, strategy and 
operations," avers Jackson. 

Considering only the shareholder 
returns and short-term performances 
could be very risky, since corporate gov- 
ernance which, in fact, improves the 
share value and valuation of the com- 
pany also plays a major role in the over- 
all performance in the long-run. Accord- 
ing to Prof. Bernard S Black, University 
of Texas, a corporate governance survey 
conducted in various countries includ- 
ing Russia and Korea shows that corpo- 
rate governance leads to higher firm 
valuation. It reports, 10 points increase 
in corporate governance index predicted 
about 1546 rise in the company's share 
price. Jackson states, “Financials аге 
important as an activist investor. How- 
ever, I personally believe that it's the 
governance, strategic and operational 
problems that can hold the keys to the 
largest long-term return for sharehold- 
ers." While the traditional rules of cor- 
porate governance are still taking 
shape, boards and shareholders have to 
be mutually responsive. To conclude, as 
Jackson rightly says, "Activist inves- 
tors provide a very helpful and construc- 
tive objectivity to the company and its 
other shareholders, when they push for 
change to further increase a company's 
уаше.” в 


– Amit Singh Sisodiya and P Kavitha 
Reference 4 01M-2007-09-11-01 
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To weave your dreams, to cast your ideas into reality... 


Avail assistance under our specially desiqned schemes: 


D | R ECT Finance at competitive interest rates for expansion, 
modernisation, technology upgradation and 


(ЯЗ ЗИ SCHEME diversification of your business unit. 












Ш Credit against bills/invoices raised оп large & 
С: RECEIVABLE Mid Corporates, PSUs, Contractors & 
< SCHEME other Service Enterprises. 


Credit to Micro Finance Institutions for on-lending 
MICRO FINANCE and Capacity Building support for MFIs. 


*Conditions apply 


And more ... 
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Visit www.sidbi.in We empower Small & Medium Enterprises 


Avail SIDBI’s Fixed Deposit Scheme - upto 9.5% p.a. 
Rated ‘FAAA’ by CRISIL & ‘AAA’ by CARE - A profit making and dividend paying Coporation since inception 


For assistance, call at: Mumbai - 022 - 67531165, 22812340, 28353062, 25391298, New Delhi - 011 - 23682473-77, 
Chennai - 044 - 24330964, Kolkata - 033 - 22801382, Lucknow - 0522 - 2288546-50, 2286576, Ahmedabad - 079 - 27543062, Baroda - 0265 - 
2338680, Jaipur - 0141 - 2364792, Chandigarh - 0172 - 5000654-56, Hyderabad - 040 - 23235198, Bangalore - 080 - 22207225, Bhubaneshwar - 
0674 - 2404854, Kochi - 0484 - 2401378-79, Pune - 020 - 27474333. Aurangabad - 0240 - 2472494, Nagpur - 0712 - 2553201, Nashik - 0253 - 
5607853, Rajkot - 0281 - 2465083-86, Surat - 0261 - 2332165, Vapi - 0260 - 2401491, Gandhidham - 02836 - 228716-17. 


BankMARCH-SQA 


‘BankMARCH-SQA® is a proprietary model to assess Customer Service 
Quality for Bank Branches. 


Customer service quality is a combination of quality aspects of physical 
environment & infrastructure and service process & functions. It is 
assessed through 

e Customers’ Perceptions on the services and products 

e  Customers' Satisfaction on the services and products 

e Customers’ Need and Gap in the services and products. 


|, 'Service Quality audit is an aid to 


Measuring satisfaction level of the customers 
Identifying changes required in infrastructure, 
systems and procedures 
e Monitoring 'Customer Churn' 
e Tracking satisfaction level over time 
It will help you strengthen your relationship with your customers 
It will help you understand your customer expectations (quality, 
service and performance) more clearly, and take suitable steps to 
measure up to them. 






























MARCH Marketing Consultancy & Research,a research based 
consulting organization based in Hyderabad, has developed this model, 
keeping in mind these aspects. 


| Features of BankMARCH-SQA® 


e [t assesses bank branch's customer service quality through 
set of statistical techniques and mathematical algorithms. 

e It analyses the gap between the service expected by the 
customers and actual service delivery effected by the bank 
branch. 


| Deliverables 


e  Need-Gap analysis (‘Expected Service’ Vs. ‘Actual Delivery of 
Service’ ) 
Customer satisfaction Index & Service Quality Index 
Customer Profile details 
MARCH’s Recommendations. 





For more information, please contact: 


Manager 

Service Quality & Satisfaction Measurement Division 

MARCH Marketing Consultancy & Research 

6" Floor, Astral Heights, Road No.1, Banjara Hills, Hyderabad - 500 034 
Marketing Consultancy & Research Phone: 040-23430481/82/83, Fax: 040-23430480, 

e-mail: bankmarchsqa € marchresearch.com, web:www.marchresearch.com 
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Animation Industry 


Set for the Giant Leap 





Despite growing concerns, India's animation sector is witnessing a major 
boom. After BPO and KPO, animation outsourcing is gearing to channel 
millions of dollars into the country. 





acked by IT expertise and the 

necessary skill-sets to provide 

quality animation, India is 
emerging as a preferred destination for 
global animation services. The country 
has got proven capabilities and cred- 
ibility to deliver quality products at 
low-cost. Indian animation studios can 
compete with international standards 
and digital animation production 
houses in the US. With the entry of 
Bollywood giants such as Yash Raj 
Films, Adlabs, and others into the ani- 
mation space, the quality standards 
are all set improve further. Animation, 
which was once confined to children, is 
now emerging as a family entertainer 
and is coming of age not only in India 
but in the international arena as well. 
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Entertainment majors such as Walt 
Disney, IMAX, Warner Brothers, and 
Sony are signing up huge contracts with 
Indian animation companies. 


The new kid on the block 


Animation is becoming one of the most 
lucrative components of the IT-enabled 
services in India. The $50 bn global ani- 
mation industry is expected to grow at a 
compound annual growth rate of 8.6% in 
the next four years. Currently, the 
Indian domestic animation industry 
comprises around 300 studios and is 
waking up to a host of global opportuni- 
ties. Though India has only recently en- 
tered the global animation market, the 
demand for animation services is grow- 
ing at a fast pace. International enter- 


tainment companies are viewing India 
as a preferred outsourcing destination 
for their animation services. The indus- 
try export earning for the current year 
has been pegged at around $600 mn 
and is growing at a rate of more than 
30% and is expected to cross $1 bn by 
2010. The key segments for this growth 
include animation movies, content for 
television serials, special sound effects, 
etc. Indian animation is going beyond 
entertainment and is into various seg- 
ments of education, Web designing, 
medicine, defense, and gaming. 


Animation hub in the making 

Walt Disney, one of the largest media 
and entertainment corporations in the 
world, has tied up with Yash Raj Films, 
India's biggest movie production house, 
to co-produce a series of animated 
films. It's the first of its kind for the for- 
eign studio and has triggered some 
other alliances in the industry. Walt 
Disney is making inroads into the 
Indian market to secure a supply chain 
and to strengthen its presence in the 
market, which never in the past co-pro- 
duced any animation film. The Indian 
entertainment industry witnessed a 
spate of deals including Viacom's ven- 
ture with the TV18 Group, News Corp's 
regional content deal with Balaji 
Telefilms and Disney's purchase of 
UTV's Hindi Children's channel. 
Mumbai-based UTV Toonz, a division 
of UTV Software Communications 
Ltd., entered into a venture with BKN 
New Media Inc., based in New York for 
a deal of $10 mn. With this deal, BKN 
will outsource to UTV Toonz. Spurred 
by the recent Disney and Yash Raj 
Films tie-up, US-based Turner Enter- 
tainment Networks entered into a deal 
with three Indian production houses— 
Miditech, Graphiti Multimedia and 
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Industry 


INTERVIEW 





The global animation market is going to be Indian. The sooner production houses realize 
this, the quicker they will succeed in the long run. 


There is no doub: that the animation industry 
in India is growing rapidly with increasing 
sales. The industry is on its way to maturity 
and a better understanding of outsourcing 
needs and requirements is setting in. While a 
majority of projects are servicing overseas cli- 
ents by offering labor cost arbitrage to major 
foreign productions, painting the Indian ani- 
mation industry as merely a service provider 
is unfair and incorrect. In-house projects have 
been initiated by some of the leading studios 
and others are well on their way to capitalize 
on the large worldwide audience with Indian 


sensibilities. 


A lot of overseas studios and companies 
have started setting up shops in India. This 
is a clear indication that Indian talent while being cheaper, is 
worthwhile as an investment option. This is an extremely 
positive sign for any industry. Besides, local film productions 
have realized the potential of special effects and the big ban- 
ners are now looking at this vertical very seriously. 


Famous Studios—to produce animated 
feature films and television series. 
These deals indicate India's emergence 
as an outsourcing hub for global anima- 
поп services. 

Global entertainment companies 
are increasingly looking towards east, 
especially India, due to the low la»or 
costs, English-speaking manpower, and 
skilled technicians. Also, the cost of stu- 
dio space, real sets, and outdoor lcca- 
tions are high abroad when compared to 
India. CK Prahalad, an animation con- 
sultant in Bangalore, says: "Indian ani- 
mation companies are charging ex- 
tremely low rates compared to otner 
countries. That is attracting the Holly- 
wood companies to outsource their ani- 
mation film series to the country." In- 
deed the total cost of production of ani- 
mation films in India is only one-fifth of 
the cost incurred abroad. In the US, a 
complete animated film costs can be 
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around $100 mn to $175 mn, but in 
India it costs around $15 mn to $25 mn. 
Besides, India has a rich heritage of tra- 
ditional literature and an inclination 
towards Western humor. Against this 
backdrop, the country is gaining advan- 
tage over countries such as Japan, China, 
South Korea, and the Philippines. 
Animation films such as Hanuman, 
The Lion King, Finding Nemo, and The 
Adventures of Tenali Rama are made 
with Indian expertise and have received 
international reviews. This makes all 
the animation studios across the world, 
turn their heads to India to outsource 
animation projects. And hence India 
need not look for animation anywhere 
else in the world, provided Indian ani- 
mators could create exciting films. 


Drawbacks 
However, the industry is facing a severe 
shortage of skilled manpower, required 


Meeting the challenges 

Indian studios are already geared up and 
are meeting international quality specifi- 
cations and requirements. If they weren't, 
then you would not see big names like 
Disney become repeat customers. The irony 
is that we still have a serious shortage of 
talent in the country. All noteworthy stu- 
dios are echoing this sentiment. If anything, 
this shortage is going to be India’s only 
drawback. 

The government as usual is reactive 
and will remain so. Expecting it to recog- 
nize this art form and help it grow expo- 
nentially is a pipe dream. With service tax 
and its annual increments, it is ensuring a 
death sentence to the many smaller studios that are ca- 
pable of producing excellent work and the small entrepre- 
neurs with high potential. There has to be a sense of pragma- 
tism and recognition of ground realities. There is a lot of 
work, both international and domestic, that large compa- 


infrastructure and financial support. 
Kiran Karnik, President of the National 
Association of Software and Services 
Companies (Nasscom), says: “Talent 
crunch is a huge challenge in this sector. 
There is phenomenal raw talent avail- 
able which needs to be polished.” 
Nasscom explains that the gap between 
demand and supply is due to lack of cre- 
ativity, awareness and recognition of 
career prospects. To address the talent 
crunch, collaboration among academia, 
industry and third-party training insti- 
tutions is essential. The absence of 
knowledge about history and culture 
was proving to be a major drawback in 
content creation. Qualitative world- 
class training on leading and relevant 
technologies is the need of the hour. 

In order to overcome the financial 
woes, the Federation of Indian Cham- 
bers of Commerce and Industry (FICCI) 
has been urging the government for im- 
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nies refuse due to delivery bandwidth issues. Smaller com- 
panies that can fill the void are unable to take advantage 
due to escalating costs and duties. 

Animation is both labor and capital-intensive. And we 
are being run out of the international race by our own poli- 
cies. We have to nurture vocations which provide livelihood 
to a growing number of people. Some of these artists would 
not be able to make a decent living elsewhere due to the 
limitations of their educational qualifications. Yet, we do 
not see any government initiative to push animation train- 
ing forward. The industry has cried itself hoarse over man- 
power requirements, yet the movement forward has been 
truly government style— slow, lethargic and ineffective. And 
we then cry about China capturing large segments of various 
industries. China is going to beat us in this game too if we 
don't wake up soon. So far we've maintained that India is a 
viable proposition because we have a large English-speak- 
ing workforce. It's far easier and quicker to train artists to 
speak English than it is to make animators out of an En- 
glish-speaking population. China has a large artist base 
and, more importantly, the Chinese recognize the potential 
of the animation vertical. 


The future 


The market is going to be Indian and in India. The sooner 
production houses realize this, the quicker they will suc- 


ceed in the long run. A simple calculation should set you 
thinking: a Shahrukh or a Bachchan is a bigger relative 
cash draw than any Hollywood star simply because in any 
one concentrated geographical area of the world, these 
people have a billion eyeballs following their every move. 
Today, every sixth person in the world is an Indian. So 
where is the potential market? A lot of us in the industry 
have long held the belief that entertaining the world is sec- 
ondary; let's look at entertaining our own people with our 
own stories—that's where the future of the market lies. 

Along with trained artists, another aspect commonly 
left out is managerial and administrative requirements. 
The industry is moving towards organized corporate struc- 
turing. Qualified people will be required to professionally 
manage large organizations. It is high time the manage- 
ment institutes looked seriously at training that suits the 
sensibilities of the artistic community so that the industry 
can capitalize on their expertise. Any art-form or voca- 
tional craft has its share of eccentricities and to be able to 
effectively nurture, manage and profitably run artistic or- 
ganizations is a bigger challenge than what most 'quali- 
fied' people unfortunately believe. There is going to be a 
huge demand for human resource managers, top and 
middle level management as well as people who under- 
stand the artistic and concurrent financial compulsions of 
this industry. 


port duty exemption on hardware for a 
period of 10 years. Jayakumar, CEO of 
Toonz Animation, says, “We want the 
local industry to develop in order to sus- 
tain the growth pace of the animation 
industry as a whole. We hope the gov- 
ernment will remove the service tax 
burden and grant a 10-year tax holi- 
day.” The Animation Producers’ Asso- 
ciation of India is analyzing Korea and 
Taiwan business models to see how 
best they can be adopted in India. To- 
day, the Indian players have a relatively 
low penetration in areas such as film 
production and gaming. Along with the 
long gestation period, the investment is 
also high. India is outsourcing on the 
low side of the value chain, such as 
drawing elementary sketches. How- 
ever, venture capital funding and equity 
financing are forbidding the industry to 
move up the value chain along with for- 
eign companies. 
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Outlook 


In spite of the talent crunch and 
infrastructural bottlenecks, animation 
industry is trying to position itself as a 
significant provider of animation produc- 
tion services. If the Indian industry re- 
tains its 30% growth rate, the country can 
become a competitor to countries such as 
the Philippines, Korea and Taiwan. The 
growth is fuelled by India’s emergence as 
the hottest outsourcing destination, and 
it is estimated that the demand for ani- 
mation professionals will rise to around 
three lakhs in the next two or three years. 
The industry has been focusing more on 
mythology, as these mythical characters 
have a universal appeal. The content de- 
velopers need to have exposure, initiative 
to create new concepts, and access to rich 
heritage of traditional literature. Along 
with copyrights, proprietary work needs 
to be protected. The animation players 
must focus on rural areas to involve youth 


who are well-versed in arts and are profi- 
cient in English. The upcoming animation 
parks and hi-tech studios will push the 
industry further. However, there is a need 
to strengthen the animation studios by 
importing hardware and software equip- 
ment. If India does not prepare itself for 
the industry challenges, the country may 
end up losing a lot of business to other 
Southeast Asian countries, especially 
Malaysia. 

For the Indian animation industry 
the future seems to be very bright. With 
the entry of big film producers, such as 
Yash Raj Films, Adlabs and others into 
this sector, the quality of production 
will certainly improve. After BPO and 
KPO, it is animation outsourcing that 
will channel millions of dollars into the 
country in the coming days.» 


— № Janardhan Rao and B Suma 
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China's Tech Prowess 


Threat or Concern? 





China is fast becoming a technology superpower and is on its way to prove 
its prominence worldwide. It is both posing challenges and creating 
opportunities to the rest of the world. 





hina was once viewed by the 

world as a manufacturer of low- 

quality and low-priced products 
such as tovs, apparel and textiles. How- 
ever, this perception is no longer valid. 
I: is rapidly emerging as a world-class 
producer of advanced technology prod- 
ucts, including semiconductors, fiber 
optics, pharmaceuticals, etc. China's in- 
credible economic growth has been 
achieved mostly by its trade and export 
supremacy. Low-manufacturing costs, 
abundant technically-skilled labor and 
thriving consumer market have pushed 
China towards becoming a global 
manufacturing hub. Its 'global path' has 
stretched significantly. It is now the 
world's largest producer of mobile 
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phones, PCs, and cameras. The huge do- 
mestic market is attracting mammoth 
hi-tech firms worldwide, which have 
found a niche in China. The country is in 
the process of becoming a technology 
superpower soon. For instance, though a 
meager 896 of Chinese have access to 
the Internet, this equates 100 million 
people online, second only to the US. 
China replaced America as the world's 
top technology exporter in 2006. 


Emerging high-tech power 

Today, technology has become a strate- 
gic tool for the country's progress. Ac- 
cording to Kathleen Walsh, a consult- 
ant, Stimson Center think tank, Wash- 
ington, “Its goal is nothing less than the 


transformation of the economy from 
once known for the label *Made ir 
China’ to one known for the concep 
‘Made-by-China’.” The ‘Science anc 
Technology Plan’, announced in 2006 
aims at taking the country’s science 
technology and innovation to a nev 
level. 

In 2006, while the country’s high 
tech industry made rapid progress 
gradual improvement was also wit 
nessed in the field of R&D. While th 
industries proliferated, the develop 
ment pattern—with high-tech indus 
trial parks as dominant force, high-tec. 
enterprises as main players, and indus 
try innovation as powerhouse—wa 
enhanced. Now, China aims to raise it 
R&D investment from 1.4% of its GD. 
to 2% by 2010 and to 2.5% by 2020. Th 
government emphasizes and support 
all the R&D work, and the thrust агег 
include Information Technology, mant 
facturing, environment, aerospace, е1 
ergy and bio-tech. China intends to fi 
cus on ‘independent and indigenous 11 
novations’ rather than relying on fo. 
eign technology. 

The Chinese, in general, are micri 
specific and this trait of theirs gene 
ates quality technical workforce, whic 
has been attracting multinationi 
R&D centers to China. Seimens, Inte 
Motorola, General Electric, IBM an 
Nokia are few such major MNC 
which have set up their R&D oper: 
tions in China. Many companies | 
China are headed by scientists ar 
engineers who have strong tie-ups wi! 
academic research institutions. Е 
example, Lenovo, the PC maker : 
China, is formed by a group of r 
searchers from the Chinese acaden 
of sciences. 
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The rise of China Inc. 

The country's private sector is also one 
of the important factors behind its tech- 
nological success and includes some of 
the big players in the field, such as 
Lenovo, Huawei, Haier, TCL. ZTE, 
NingboBird, and SMIC. About 20 Chi- 
rese companies have made it to the 
list of Fortune 500 global companies. 
Becently, one of the major chip manu- 
facturers in China, Semiconductor 
Manufacturing International Corpora- 
tion (SMIC), has signed a deal with top 
American equipment vendors for pur- 
chasing equipment. SMIC is one of the 
leading semiconductor foundries in the 
world and the most advanced foundry 
in the mainland, China. The biggest 
and most successful transaction for 
Lenovo was its purchase of IBM PC di- 
vision, prior to which, Lenovo was 
hardly known outside China. Subse- 
quently, it became the third largest PC 
maker after Dell and HP and gained 
international prominence. Lenovo is 
teaming up with Microsoft, to reap the 
benefits of genuinely licensed 
Microsoft Software products through 
combined sales, marketing and train- 
те programs in China and around the 
world. Lenovo Group Ltd. recorded 
more than seven-fold increase in its 
annual profit in the last financial year 
after the company gained a market 
share in Asia. 

China's most dynamic sector, mo- 
bile communications is rising almost 
at 20% a year. Paul Budde Communi- 
cation, an Australia-based telecom- 
munications consultancy, in a report 
stated that China may have 600 mil- 
lion mobile users by the end of 2008 
compared to this year’s figure of 450 
million. The government may issue 3G 
licenses later this year, which may 
boost the mobiles market in the coun- 
try. The country has been innovative in 
developing its own 3G standard. 
Datang Mobile’, has pioneered the 
way with the world’s first TD-SCDMA 
3G end-to-end system solutions. The 
country has recorded rapid growth in 
broadband sector also. The number of 
subscribers of broadband will be 69 
million by the end of this year. 


68 | September 2007 | 


Chindia: Hi-tech powers 

Large pools of skilled labor, low-wages, 
huge market access etc., are the advan- 
tages of both of the rapidly growing 
economies, India and China. The Chi- 
nese government has stretched its sup- 
port to technology industry and aspires 
to make India a preferred destination 
for the production of semiconductors. In 
semi-conductors industry, if China 15 
the factory to the world, then India de- 
sires to be the hub for designing. In de- 
sign services of semiconductors, the in- 
dustry is growing at 30% annually. 
Moreover, India is also developing into 
a manufacturing hub and its R&D ef- 
forts are remarkable. 

When it comes to hi-tech, India is far 
ahead of its competitors, thanks to its 
exposure to Western cultures and prac- 
tices and knowledge of commercial laws 
that are in line with the US, Europe and 
Japan. India has a more conducive envi- 
ronment and is more familiar and more 
predictable than China. However, India 
has a disadvantage of weak infrastruc- 
ture compared to China. Poornima 
Shenoy, ex-president of the India Semi- 
conductor Association, acknowledges, 
"This has been an impediment in at- 
tracting significant foreign investment 
in the manufacturing." India has to im- 
prove its infrastructure and develop an 
electronic environment to catch up with 
China. However, excellent knowledge of 
English language and software exper- 
tise are the major merits that place In- 
dia ahead of China. 


Global implications 

China's technological advancement is 
both an opportunity and challenge to 
the rest of the world. The opportunity 
for the global economy includes ex- 
ports of high value-added goods from 
semiconductors to Boeing airplanes to 
China. For instance, all the high-tech 
components of the laptop are pro- 
duced outside China. Hard disk 
drives, operating systems, and even 
computer cases are usually imported 
in China. Most of these go into the 
manufacturing of cell phones, DVD 
players, laptops, etc., which are then 
exported. 


Of late, China's huge pool of skillec 
labor has been participating in globa 
economy. The US companies prosperity 
and stock prices are determined b; 
ever-increasing dependency on Chines« 
workers to keep the prices low. The Chi 
nese serve as ‘shadow workers’; they ar 
hardly visible to consumers. This ha 
resulted in wage stagnation in the US 
Japan and Europe for several years i 
the past. However, recently there ha 
been a hike in the Chinese wages. 

There is an immense apprehensio! 
that Chinese companies might chang 
the global business scenario rapidly 
Experts opine China is an imminen 
threat to the US global leadership i 
science and technology. Dealing wit 
China and India, the emerging worl 
economic powers, is the major challeng 
for US. 

Although increasing imports fror 
China is a matter of concern to the US, 
is hardly dependent on China for mo: 
advanced technologies. In fact, China : 
dependent on the US for the supply : 
some high-tech goods. Goods exporte 
from China to the US are mainly lov 
end products, whereas China imports h 
tech stuff from the US. Moreove 
China's investment in R&D is muc 
lesser than the US investment. 


Stumbling blocks 

Chinese companies have to compe 
with multinational companies as tl 
market opens further to global trad 
Nokia and Motorola are challengir 
TCL and NingboBird, the cell phor 
manufacturers in China. Now, Chine 
domestic market is becoming still mo 
competitive as the companies compe 
intensely for their share of the huge co 
sumer market in the world. It calls f 
mastering the new skills in areas su 
as marketing and branding, advance 
technological innovation and manag 
ment, and higher value-added goo 
and services. 

Moreover, intellectual proper 
theft is a major problem in China, c 
spite China's efforts to enhance its leg 
proceedings and procedures and enfor 
the intellectual property rights. Ev 
after China entered the WTO in 20( 
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China's Tech Prowess 





INTERVIEW 


India, China and the US will compete and cooperate in a possible trilateral game. 


Do you think that China has the potential to become 
a global technology superpower? 

China is already a major technology power. It 
has and is continuing to invest significant 
resources in the development of both com- 
mercial and strategic technology. However, it 
is still playing catch up with the US. Though 
China has advanced in technology it is not 
yet a center of innovation. It has still not real- 
ized a capability for developing radical tech- 
nologies and then converting them into ma- 
jor commercial products and services. Net- 
work externalities and the American politi- 
cal, economic and financial systems make 
the US a major powerhouse for radical tech- 
nology development and diffusion. It is pos- 
sible that if China develops technology to cater to its country- 
specific problems and markets it, it could become a leader in 
some areas. As of now, though China is a major player, it is 
not a leader in the development of radically new technologies 
and their conversion into commercial products and services. 
The national innovation system of the US is difficult to match 
and imitate. Therefore, while China will be a major technol- 
ogy power I do not see China overtaking the US as a power- 
house for the development of radically new technologies and 
their commercialization. 





China's leaders think of technology as a strategic tool for the country's 
development. Your comments? 

There is no doubt that the Chinese are great believers in the 
use of technology to transform China into an advanced and 
developed country. They do things with technology on a scale 
which is very large. Their missile development program, for 
example, employs 100,000 people. Another 100,000 people 
man their operational missile deployment bases. By con- 
trast, in India, the numbers may be about one-tenth. Many of 
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these decisions are based on a concept of 
public good and are only selectively driven 
by market dynamics. Though China encour- 
ages entrepreneurship many technology 
and development decisions are still cen- 
trally driven. The current membership of 
China's top decision-making body, the 
Standing Committee of the Politburo, is 
made up entirely of engineers. Four out of 
nine of them are from Qinghua University, 
which is China's top technical and engineer- 
ing university attracting the best talent in 
the country. So technology is a major tool for 
the social and economic transformation of 


China. 





How far have the government policies enhanced technological devel- 
opment in China? 

I would assume most, if not all, of China's technological devel- 
opment is driven by government policies. Let me quote from a 
recent report that we had prepared on China's efforts to har- 
ness best practices and technology from strategic sectors into 
the mainstream civilian sector. This was based on research 
done by a number of US scholars. In the 19808, conscious of 
China's backwardness in high-technology industries, a group 
of strategic weapons experts headed by Wang Deheng, Chi- 
nese space program's leading optical physicist, proposed a 
plan to upgrade China's strategic, industrial and S&T infra- 
structure from the nuclear age to the information age. They 
proposed modernization of China's strategic and high-tech- 
nology arenas linked to China's economic modernization. 
Their recommendations were dubbed Programme863. Under 
this program, they identified seven areas critical to China's 
long-term security and economic competitiveness. These 
were: automation, biotechnology, energy, information tech- 
nology, lasers, new materials, and space technology. 


protecting IPR remained a major issue 
for the foreign companies entering 
China for business. Software piracy is 
an extensive and regular problem in 
China. According to Business Software 
Alliance, in 2006, 8696 of software in- 
stalled in the computers in China was 
pirated. The government has enforced 
policies to reduce software piracy and it 
has been achieving visible progress. 
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Cisco Systems Inc., the leader in tele- 
communications equipment, filed a suit 
against Huawei Technologies, a fast- 
growing company in China, accusing the 
latter of copying its software code and 
building it into some of its products. 
Many organizations experience cul- 
tural and social barriers of innovation 
and entrepreneurship in China. Experts 
believe that the unwillingness of people 


to change and adjust, their aversion to 
risks, government legislations, taxes etc., 
are the major barriers to entrepreneur- 
ship in China. The level of taxation in 
China is not severe when compared to the 
global levels, but it is significantly higher 
than its neighboring countries such as 
Singapore, Malaysia, Taipei and Hong 
Kong. Besides, many Chinese companies 
are paying the price for the government's 
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They urged for the civilianization of China's weapons infra- 
structure to foster innovation and competition while keeping 
intact the vital horizontal policy and institutional linkages 
with its strategic program. This was done through *elite diver- 
sification’ wherein the elite leadership of the strategic pro- 
gram, including missiles, “spread from the military science 
and industrial complex to other important bureaucratic sys- 
tems" taking with them the knowledge of the objectives and 
technological challenges of the weapons program. They also 
took with them their unique management style and the privi- 
leged informal networks amongst the strategic weapons elite 
to foster greater cooperation towards shared objectives of na- 
tional security, technological innovation and economic growth. 


Is China posing a threat to the US? What will be the impact on global 
economy if China becomes a technology superpower? 

Currently, though the US sees China as a potential threat it 
is still, by far, the major superpcwer and, barring unforeseen 
developments, such as a major global conflict, should remain 
so at least for the next 20 years. The Chinese themselves 
realize as we saw from the 863 Plan mentioned earlier that 
they are still behind the US. I would assume that as global- 
ization proceeds, the US and Chinese economies would be- 
come more interdependent—though politically and ideologi- 
cally, and in terms of internal governance structures and sys- 
tems they would be very different. It is difficult to predict in 
great detail how this relationship would pan out, though one 
would assume tha: greater interdependence would stabilize 
the relationship more in terms of cooperation than in terms of 
competition. I do not believe that an outright confrontation 
between the two is likely. 


What are the challenges and prospects for China's technology 
development? 

In my view the greatness of the US system (not necessarily 
the system in all western countries) is that it has been and 
may well continue to be the hotbed of major innovations. Can 
the Chinese transform their top-down driven innovation sys- 
tem into something akin to what the US has had and evolved 
over the last 100 years? One is not very clear whether this 
would also entail a shift towards a democratic form of govern- 
ment. This transformation of their national innovation sys- 
tem along with the necessary political and economic changes 
to their various institutions would represent one major chal- 


lenge. Whether such a change is really relevant for the emer 
gence of China as a major global power, in my opinion, is stil 
debatable. It will anyway be a major player in the worlc 
scene. Of course, if the US prevents the rise of China or seek: 
to dominate it through the kind of arms race that it had witk 
the Soviet Union, the cooperative outcome that we talkec 
about may not happen. I think the Chinese decision-maker: 
have so far led China well and have astutely steered Chine 
away from a headlong and useless confrontation with the US 
There is no strong reason to assume that this will not соп. 
tinue. One should expect a combination of competition anc 
cooperation to continue. 


In this context, how do you analyze India in comparison to China? |: 
India a competitor to China? 

Just as one argued that the US and China can cooperate anc 
compete at the same time, I do not see any reason why it shoulc 
be any different with India. Currently, at least in some areas o: 
technology, especially in the strategic domain, China may be 
ahead. This may not be so in other areas. India is in a position 
to match it many areas though the scale of Indian efforts are 
smaller. If enabling institutions arise in India like they did ir 
the US, it is possible that the Indian national system of inno. 
vation may become more like the US. This may give some ad- 
vantages to India. India, China and the US will compete and 
cooperate in a possible trilateral game. One would expect that 
the mutual interdependencies that this would create will pro- 
vide a self-correcting mechanism whenever overt aggression or 
dominance begins to raise its head over interdependence. 


How do you foresee China after five years? 

China will be a more important player in the global political, 
military and economic arena and will clearly push for an eco- 
nomic development agenda. Unless a major confrontation 
with the US over Taiwan comes about, this would appear to 
be certain to happen. The key to a stable world order is to 
create interdependencies between the major players. I believe 
that in today's world this will come about through the pursuit 
of a predominantly economic agenda. The resulting world or- 
der can be a growing but dynamically stable global system. 
The US, China and India can play a major stabilizing role in 
that emerging world order. Questions of dominance of one 
country over the other while certainly important, may not be 
the only way for the future world order to emerge. 


thrust towards the development of indig- 
enous technolozies. In some cases, adopt- 
ing one of the international technologies 
that is already in use may drastically re- 
duce the unwanted expenditure. 


Outlook 


Nonetheless, China has a long way to go 
before it could catch up with the US on 
the technology front. The gap between 
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both the countries is narrowing in terms 
of progress in high-technology. The 
dragon is slowly gearing up to challenge 
the American dominance in the technol- 
ogy world. Jack Ma, a budding Chinese 
entrepreneur says, “Chinese were very 
entrepreneurial 25 years ago, but today 
they're not entrepreneurial at all. They're 
very corporate." For instance, Lenovo 
seems determined to continue pushing 


the country's technology by thinking big 
and aiming high. It could very well be- 
come China's first truly international 
company. The dragon has the size, and it 
is showing signs of determination to 
spread its influence beyond its borders. 
The new kid on the block is China.» 


— N Janardhan Rao and Sridevi 
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To concentrate on its core business of confectioneries, Cadbury 
Schweppes, the UK major, in an ambitious restructuring drive, is spinning 
off its American beverages business into a separate entity. 





We believe now ts the moment to sepa- 
rate and give both management teams 
the focused opportunity to extract the full 
potential inherent in these excellent bust- 
nesses. 

—Sir John Sunderland, 
Chairman, Cadbury Schweppes 


Separating these two greaí businesses 
will enable two outstanding manage- 
ment teams to focus on generating further 
revenue growth, increasing margin, and 
enhancing returns for their respective 
shareowners. 

—'Todd Stitzer, 
CEO, Cadbury Schweppes 


n June 19, 2007, Cadbury 
Schweppes, the world's larg- 
est confectionery company and 
the makers of popular Dairy Milk 


72 | September 2007 | 


chocolates, in а significant yet surpris- 
ing development, announced its deci- 
sion to separate (read: sell) its Ameri- 
can confectionery and beverage busi- 
nesses to concentrate more on its con- 
fectionery business. The move as- 
sumes significance as earlier, in March 
2007, the confectionery major had 
stated that it would either sell or 
demerge its Americas Beverages, 
which owns brands such as Dr Pepper, 
ТОр, Sunkist, Snapple, and Hawaiian 
Punch. However, executives at the Lon- 
don-headquartered firm stressed that 
it was not a surprise move as the con- 
fectionery giant—as stated by Ken 
Hanna, Cadbury Schweppes’ CFO— 
had *been working on the possible 
separation of beverages for at least a 
couple of years". Such explanations 
came in the wake of speculations in the 


media by some investors that the Brit 
ish giant might itself be up for sale 
Some investors even speculated tha 
Cadbury’s decision might have bee: 
influenced by the US activist investo 
Nelson Peltz, who recently acquire 
close to 396 stake in the British majo! 
The Transport and General Worker 
Union (T&G), which has some 2,000 « 
Cadbury's 3,500 UK workforce as it 
members, has expressed concer 
about Peltz’s intentions. “Cadbury 1 
an iconic British brand and a very sui 
cessful company which does not nee 
the attention of Peltz", said Bria 
Revell, T&G National Organizer К 
food and agriculture. He terme 
Peltz’s intervention in Heinz as ' 
ruthless pursuit of profit for shar 
holders". He added, *Cadbury, with i: 
Quaker background, has been an eno 
mous success for all its stakeholde! 
and shareholders as well as i 
workforce. We want to preserve th: 
success and independence." А secti 
of analysts too hinted that the corp 
rate raider-turned-activist-invest 
could possibly be planning a som 
what similar action at Cadbury. “Е 
has considerable knowledge in tl 
North American beverage market ar 
clearly sees value in the company 
David Lang, an Analyst with Investe 
told BBC in an interview. 

Cadbury, on its part, refuting su! 
concerns, stated that in the post-sep 
ration phase, it is aiming to grow 
4-6% per annum, as against 3-5% tz 
geted earlier, and improve its margi: 
from around 10% to mid-teens | 
2011. The company expects this to- 
driven by а major group-wide cost 1 
duction initiative, involving closure 
around nine plants and reduction 
headcount by 15% in an effort to cat 
up with rivals, Hershey and Nest 
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Cadbury operates 35 confectionery 
sites across Europe, the Middle-East 
and Asia, and has 59 other bottling 
and manufacturing sites, globally. The 
ambitious restructuring plan may also 
include rationalization of its brand 
portfolio while continuing its policy of 
bolt-on acquisitions to enhance its ex- 
isting positions in growing categories 
and markets. However, Cadbury's 
trade union has voiced concerns over 
the restructuring plan. *We have 
worked hard with Cadbury in recent 
years and cooperated in a change pro- 
gram which means the UK factories are 
extremely efficient," said Revell. "We 
are, therefore, concerned by today's an- 
nouncement, which we are convinced is 
driven by the threat of a takeover by pri- 
vate equity," he added while reacting to 
Cadbury's June 19 announcement. 


for a strategic break-up. 





"The decision to demerge its US 
drinks business may look like a victory 
for Nelson Peltz," said Robert Peston, 
BBC Business Editor. While the reor- 
ganization plans appear quite sugary, 
analysts express concern that the com- 
pany which has been affected by worm 
controversies would not find the going 
easy against rivals like Nestlé and 
Hershey. Cadbury suffered a series of 
setbacks last year including a salmo- 
nella contamination at one of its UK 
plants to settle which it had to shell 
out £30 mn as manufacturing and fa- 
cility rectification and remediation 
costs. The accounting controversy at its 
Nigerian operation was another 
downer for the company. The decision 
to demerge its American beverage 
business, however, had a positive 
impact on markets and investors 
lifted Cadbury Schweppes shares by 
0.35% to 708.5 pence ($14.04) in early 
trading on the London Stock 
Exchange. 


| Chartered Financial Analyst | 


The move is not sudden but rather the company 
has been reviewing the performance and decided 


Long overdue 

*Cadbury has long been seen as an ob- 
vious candidate for demerger into its 
confectionery and drinks businesses," 
writes Britain's news daily, The Inde- 
pendent. This is because the two are 
run as completely different busi- 
nesses. Some analysts attribute this 
to the 2003 acquisition of the USA's 
Adams, which consumed significant fo- 
cus and energy of the British firm as it 
tried to firm up its US presence by 
bringing its three separate businesses 
together. The same year, its stocks 
were hovering near their 10-year low 
and generally underperformed the in- 
dustry average leading to speculation 
of a demerger of the soft drink busi- 
ness. Way back in 2003, Goldman 
Sachs, the US investment bank, had 
raised the possibilities of a Cadbury 


| 


split due to underperform-ance of its 
share prices as compared to the sector 
average. It had then suggested that 
spinning off the company's US bever- 
age arm could bring substantial gains 
to the company and could have a sig- 
nificant benefit for the shareholders, 
as the US beverage business ac- 
counted for around 55% (as estimated) 
of the company's cash flows. 

The company too says that its deci- 
sion to split is not impulsive and is in 
no way influenced by pressure from 
shareholders (read: Peltz). The man- 
agement has said that the move is not 
sudden but rather the company has 
been reviewing the performance and 
decided for a strategic break-up. Dur- 
ing the announcement, Sunderland, 
Chairman, Cadbury Schweppes said, 
"This decision is of great significance 
for the board and the company. It has 
been facilitated by acquisitions and 
disposals over the last decade de- 
signed to create a strong and poten- 


Cadbury Schweppes 


tially independent American bever- 
ages business." Nevertheless, as al- 
ways, critics have their part to say: 
"Despite repeated comments by man- 
agement that confectionery and bever- 
ages fitted, the status quo looks to 
have been taken out of their hands. In 
the end, it looks as though market 
forces have won the day," said Richard 
Hunter, Head of Equities, Hargreaves 
Lansdown Stockbrokers, London. Ana- 
lysts too seem to support what seems 
to be Peltz's stand: the divisions are 
worth more than the sum of the parts. 
Cadbury shares rose 4.2% to 627 
pence, valuing the group at around 
£13.2 bn. An International Business 
Times report, citing views of analysts 
said that the core confectionery side, 
which will contain Dairy Milk choco- 
late and Trident chewing gum, could be 
worth around £9 bn when put on a 
similar rating to focused sweets 
groups, Hershey and Wrigley. The soft 
drinks side may be worth £7 bn on its 
own, depending on how Cadbury allo- 
cates its £2.5 bn of debt. Another re- 
port published in The Times, citing 
market analysts, put Cadbury's drinks 
business at between £6.5 bn and £8 bn 
and a separated confectionery busi- 
ness at £9 bn. It added that the com- 
bined value of the separate entities 
could be worth at least £4 bn more 
than Cadbury's current market value 
of £12.6 bn. 

Cadbury announced that the 
demerger move is in line with its 'Man- 
aging for Value, plan set in motion in 
1997. In 1997, Cadbury made its pub- 
lic commitment to this process and set 
clear financial objectives for 1997 to 
2000. These were: to grow earnings per 
share by at least 10% per annum; to 
generate at least £150 mn of free cash 
flow; and to strive to double total shar- 
eowner return every four years. Since 
then, the company has strengthened 
its confectionery and beverage busi- 
nesses portfolio through acquisitions 
and organic investment. The company 
has acquired fast growing, higher re- 
turn businesses; it acquired Adams 
chewing gum business in 2003 for $4.2 
bn, which made it the world's largest 
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confectionery company. Since 1999, it 
has been selling off its non-core soft 
drinks; it sold off its continenta! Euro- 
pean business for €1.85 bn in February 
2006 to Lion and Blackstone. It now be- 
lieves that the two businesses have 
reached the heights where they can per- 
form independently and boost the share 
value. Тће company believes that its con- 
fectionery business has underexploited 
its potential and its new strategv would 
deliver superior returns to shareholders. 
It estimates that 50% of the global mar- 
ket remains unexploited and that there 
is a large white space market that it 
could leverage. 


Peltz pressure 

Despite the British confectionery 
giant's denial, many analysts attribute 
the recent move to the company’s bow- 
ing to the pressure from the US activist 
investor. Peltz had earlier sold 
Snapple, the fruit drinks brand, which 
he had acquired through his acquisition 
vehicle Triarc in 1997, to Cadbury in 
2000 and was largely out of the media 
glare until last year when he hit 
the headlines for his stake purchase 
(worth $750 mn or £388 шп) in the 
underperforming US food giant Heinz, 
and subsequently demanded changes 
in Heinz's board and business strategy. 
Peltz blamed Heinz's marketing strat- 
egy for the company’s underperformance 
and proposed a plan to slash £300 mn of 
costs and demanded five board seats for 
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his nominees including his son-in-law 
and the Veteran Golfer Greg Norman, 
his next door neighbor in Palm Beach, 
Florida. He finally succeeded in install- 
ing two of his nominees on Heinz's 
board. Heinz fought Peltzs demands 
unsuccessfully but not before wasting 
$12 mn. It finally agreed to close 15 fac- 
tories, layoff 2,700 workers and also 
pledged a 20% increase in the market- 
ing budget. Earlier, Peltz had made 
similar demands to the restaurant 
group, Wendy's and upmarket jewelry 
chain, Tiffany's, after he bought stakes 
in the two firms. Peltz made quite a 
reputation for himself as a corporate 
raider during the 1980s, when he used 
junk-bond financing to purchase two 
large US tin can manufacturers, Na- 
tional Can Co. and then American Can, 
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merged them, and within three years 
sold the combined firm to France's 
Pechiney SA, pocketing $800 mn in 
profit. Still, he is best-known for his 
purchase of the ailing Snapple for $300 
mn which he turned around and sold to 
Cadbury three years later for $1.45 bn. 
However, after more than two decades 
of working as a corporate raider, Peltz 
has changed track and is now into ac- 
quiring only small stakes in firms and 
push for change, using Trian, the hedge 
fund he created recently. 

However, Peltz's own credentials as 
a savior of investors came into question 
in 1991 when he was censured by the 
London Stock Exchange for selling 
shares during a close period when he 
chaired a UK property company. Earlier 
in 1998, shareholders in the firm owned 
by him filed lawsuits against him, 
which he settled for $75 mn. 


holders. 


The execution 
The company calls this split a twin 
track process where the US beverage 


unit will either be sold or demerged 
Analysts hint at a strong probability o: 
an outright sale as the company has in- 
vited expressions of intent from poten- 
tial bidders including private equity 
players. While companies such а: 
Canada's Cott Corp, Coca-Cola Co. 
and Tata Group of India which earlier 
showed interest to buy have backec 
off, possible strong contenders still ir 
the race seem to be the consortia ој 
Blackstone Group LP, Kohlberg 
Kravis Roberts & Co. and Lion Capi- 
tal, Bain Capital LLC, TPG Inc, and 
Thomas H Lee Partners LP. While 
the beverage business is all set for a 
sale, the company on the other side is 
also looking to do some bolt-on deals. 
It has recently announced the acquisi- 
tion of Japan’s Sansei Foods for 2,750 


The company believes that its confectionery busi- 
ness has underexploited its potential and its new 
strategy would deliver superior returns to share- 





yen per share or $22.35 per share, a 
business specialized in sugarless 
candy that holds 4% market share in 
Japan. It has also added Romania’s 
chocolate company and Turkey’s gum 
maker to its portfolio. 

The company has already disposed 
of some of its units; it sold off Canada’s 
candy business and Australian jams 
business to Heinz. Moreover, the confec- 
tionery business that was earlier di- 
vided into three regions is restructured 
into four, namely Britain, Ireland, 
Middle-East and Africa (BIMA) and 
will be treated as one region, while the 
other three regions include America, 
Asia-Pacific and Europe. Todd Stitzer, 
CEO, Cadbury Schweppes, said, “Sepa- 
rating these two great businesses will 
enable two outstanding management 
teams to focus on generating further 
revenue growth, increasing margin and 
enhancing returns for their respective 
shareowners”. Echoing similar opinion, 
Sir John Sunderland, Chairman, 
Cadbury Schweppes, said, “We believe 
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now is the moment to separate and give 
both management teams the focused 
opportunity to extracting the full poten- 
tial inherent in these excellent busi- 
nesses." Cadbury's shares jumped by 
3% to $12 in London, after remaining 
flat for the last two years. 


Topping its sweetie pie 
Cadbury is the only confectionery glo- 
bally that caters all the three catego- 
ries —Chocolate, Candy and Gum. 
Also, it is the largest and broadly 
spread across emerging markets 
amongst the global confectionery play- 
ers. It bettered its portfolio with some 
bold acquisitions like Adams in 2003 
and recently anncunced the purchase 
of Intergum of Turkey and Kandia- 
Excelent of Romania, thereby further 
strengthening its portfolio. It signed a 
memorandum with Barry Callebaut, a 
chocolate manufacturing company in 
Zurich to supply an extra 14,000 tons a 
year of liquid chocolate and cocoa li- 
quor by 2008. Gum business has also 
been strongly followed by a successful 
entry into markets including Russia 
and Turkey that achieved a 10% share 
in the UK gum market. Claudia Lenz, 
a Food and Beverage Analyst at Bank 
Vontobel, Zurich, said, “Chewing gum 
is a fast growing market, and they 
(Cadbury) are pushing into dark choco- 
late, which has higher margins." 

Over the next four years, the com- 
pany aims to make the organizational 
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structure simpler with better execu- 
tion of its plans, more focused strategy, 
and improved performance and effi- 
ciency, deliver revenue growth of 4-6% 
per annum and increase margins to 
mid-teens. According to a Euromonitor 
report, the company should concen- 
trate on the gum business as the global 
gum market is expected to grow at 
3.3% over 2007-2011 period, while the 
chocolate business would stand at 
2.2% average value growth during the 
same period. The company has identi- 
fied the growth in gum market and has 
delivered exceptional performance of 
growth of 10% in revenues. The report 
says that the company is already mov- 
ing towards adding the growth flavor to 
its confectionery business. In February 
this year, it has launched US Trident 
brand in the UK that has ignited the 
battle with Wrigley, which is leading 
the Western Europe market (it had 
42% market share in 2005). 

Apart from innovation in confec- 
tionery, the company is also looking at 
health and wellness products. It in- 
tends to launch low-calorie variety of 
its Maynards Wine gum and Bassetts 
Allsorts brands. It is focusing on Japan 
which is the second largest Health and 
Wellness (H&W) market globally, 
which was worth $3 bn in 2006. Its ac- 
quisition of Sansei Foods would give it 
easy accessibility to the market. 
Candy King is also focusing on key de- 
veloping markets like India for expan- 
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sion. It has just recently launched its 
Bubbaloo Bubble Gum in India. "India 
is one of the fastest growing gum mar- 
kets in the world, and we see massive 
potential for Bubbaloo in this market," 
said Anand Kripalu, Managing Direc- 
tor, Cadbury India. “Bubbaloo, along 
with Halls and Éclairs, complements 
our confectionery portfolio and will sig- 
nificantly contribute to enhance our 
long-term leadership position in the 
category," he adds. The company an- 
ticipates that center-filled gum in In- 
dia would be a big success and expects 
its global revenues to double to around 
£200 mn (€295 mn) in 2007. The com- 
pany currently holds a 26% share ofthe 
world gum market and 72% share in 
the Indian chocolate confectionery 
market. 


A few bitter bites 


Besides tackling the demerger issue, 
Cadbury has to address a more nig- 
gling problem that has troubled it 
quite often in recent times. Recently, it 
was forced to take over millions of 
chocolate bars off the shelves after the 
salmonella spate. The company was 
taken to court and was asked to change 
its product testing system. It was ear- 
lier charged for breach of food safety 
and under hygiene laws. The salmo- 
nella crisis damaged its image and it 
had to apologize for failing to maintain 
the safety levels which posed a risk to 
health. It admitted to all the charges 
brought under the food and hygiene 
regulation. It also paid a fine of $2 mn 
for selling unsafe chocolate during 
2006 in Britain and Ireland. It is now 
taking steps for improvement by 
spending £20 mn that includes 
changes in quality control systems. In 
its focus on confectionery business, the 
company also plans to invest in sci- 
ence, technology and innovation anc 
ensure world-class quality. However 
whether all this would help it to holc 
off the challengers at the gate remains 
to be seen. Cadbury has its hands full 
literally.m 


– Amit Singh Sisodiya and P Kavithi 
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Russian Economy 


Beyond Oil and Gas 





The current investment boom is transforming the country's stagnating 
industry and putting the country's economic growth on the right track. 





ussia is enjoying its longest pe- 
riod of sustained growth for de- 
cades. The growth is no longer 
driven by traditional oil and gas indus- 
tries. Economic growth hit a six-year 
high of 7.9% Year-on-Year (YoY) in the 
first quarter, fueled by strong growth in 
construction, manufacturing and trade. 
The ongoing investment boom is power- 
ing the economic growth. For instance, 
according to estimates from the Minis- 
try of Economic Development and 
Trade, fixed capital investment soared 
by 20.1% YoY in January-March 2007, 
compared with just 5.7% growth during 
the same period in the previous year. 
Besides, buoyant household con- 
sumption also played a stronger role 
and is proving to be a boon for a number 
of manufacturing sectors. Other sectors, 
such as telecommunications, restau- 
rants, food processing and real estate, 
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are also booming. The consumers are 
eager to spend on a variety of consumer 
goods. Almost all the sectors are ben- 
efitting from the nation's consumer sec- 
tor boom. Earlier, many Russians were 
considered poor by Western standards. 

However, for years, the economy's 
mainstay —the oil and gas industry — 
has been struggling. Against such weak 
performance from oil and gas, econo- 
mists question whether this pace of GDP 
growth can be sustained. They say, 
"Faster economic growth is unlikely 
while energy output growth remains 
sluggish and while Russia's large-scale 
investment needs are not, even now, be- 
ing fully met." On the other hand, a range 
of problems in the business environment 
including the currency appreciation is 
eroding the country's competitiveness 
and this, in turn, is acting as a further 
obstacle in the path of Russia's economy. 


Investment boom: The issues 
behind 

The investment climate in Russia has 
improved after the government's efforts 
to attract private investors. The country 
has been witnessing several high-profile 
development deals with western compa- 
nies. The first global buyout fund in 
Moscow is Texas Pacific Group (TPG). 
Others include IKEA, the Swedish furni- 
ture retailer, Wrigley, the American 
chewing gum maker and Wal-Mart. 
Western firms are also attracted to the 
consumer boom in Russia. On the other 
hand, domestic firms are also raising 
hefty sums for investing in the domestic 
markets. Overall, Russian firms raised 
$2.75 bn through stock offerings in 2006 
and are expected to raise the same 
amount this year also. However, indus- 
try experts say that the domestic growth 
in many sectors is possible only if there 
is an influx of cash from its primary re- 
source industries and rapidly increasing 
service industries. 

The banking sector is dominated by 
the state-owned players Sberbank and 
VTB. Experts opine that the Russian 
government's banking model is required 
to be a mixed banking system with a 
dominant role for several state-owned 
banks competing with strong private 
and foreign banks. Ideally, in the coming 
days, there may be some consolidations 
or tie-ups with foreign banks. The re- 
cently reported Russia-based Rosbank 
and France's Société Générale merger is 
in the right direction. So far, the largest 
M&A deals are in oil and gas, metals 
and mining industries. Although, the 
FDI in Russia is still much lower, it is 
ahead of Japan and Canada. 


Public-private partnerships 
Public-private partnerships are being 
considered as the most effective means 
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Russia has started to move towards making rapid progress in terms of nano and other new 
technologies. It remains to be seen how successful these efforts will turn out to be. 


What are the propelling factors for Russia's return to 
international prominence from the chaos of the 1990s? 
In my view, two things stand out in this respect. 
The first stems from the fortuitous prices of oil 
(and gas) in the world markets. It is largely on 
hydrocarbons that the current Russian eco- 
nomic boom — and the consequent rise in po- 
litical prestige and confidence internationally 
— rests. Second, President Vladimir Putin has 
consolidated the Russian state and steered its 
foreign policy away from the chaos that reigned 
during Yeltsin's final years in the 1990s. 
Partly, this has been due to the aforemen- 
tioned economic factors, but Putin has also 
successfully sought to inject the Russian state 
and even its people with a new sense of mission 
and a vision of Russia as a credible Great 





Hiski Haukkala 
Researcher, Russia's European 
Choice Project, The Finnish 
Institute of International Affairs, 
Finland 





War. Nor do I think that this is what Putin 
and Russia would want to achieve. To be 
frank, I do not think that even if they did 
want it they could get it. The world has 
changed dramatically in the last three de- 
cades, and I do not see Russia possessing 
such attributes or credentials (demo- 
graphic, economic, military, etc.) to count 
as one of the crucial poles of the world in 
the 21* Century. Having said this, it is evi- 
dent that the role played by President 
Putin and his government(s) has been cru- 
cial in the current rejuvenation of the Rus- 
sian state and its society I talked about in 
the previous answer. 


How are the new generations of Russians per- 


Power in the 21* Century. Taken together, these two factors 
account for Russia's current prominence internationally. 


Elucidate the contribution of Russia's leaders in re-establishing the 
‘Great Power’ status that it enjoyed during the Cold War. 
First of all, I do not think that Russia has managed to regain 
the Great Power status that it used to enjoy during the Cold 


of allocation of public money and a most 
disciplined way of investment. The gov- 
ernment entered into a partnership 
with private business to develop prom- 
ising industrial projects. Increasingly, 
the government is focusing the infra- 
structure development through Special 
Economie Zones (SEZs), with tax relief 
to foster innovative projects. And much 
of these may see the light as public-pri- 
vate partnerships. 

However, the total investment in 
Russia as a percentage of GDP is still 
only around 19%. Countries such as 
South Korea, Japan and Germany have 
registered investment growth between 
25% and 40% of GDP in the same phase 
of economic restructuring. Investment at 
these levels can be achieved if the public- 
private partnerships are encouraged. 
Mikhail Lukvanchuk, General Director, 
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forming now, compared to the ones a decade ago? Do you feel that the 
Russians have the required managerial and technical competence to 


offer in a decade of investment? 


Oradel Capital Venture Fund opines, 
“Russian venture industry can expect 
around a billion dollars coming to the 
Russian venture market within the next 
two years. This money will be enough to 
invest into 800 to 1,000 projects." 
Experts opine that there is a need to 
reduce the country's dependence on the 
raw material exports and increase the 
domestic industry growth. Since Russia 
has a vast scope for large-scale colossal 
investments to modernize its industry, 
the country should explore all the oppor- 
tunities to get western capital and tech- 
nology. Russia's industrial growth has 
been depreciating for the last three 
years; it depreciated from 4% in 2005 to 
3.9% in 2006. Thus, investments in 
fixed assets and modern technologies 
are necessary to develop the engineer- 
ing and other sectors manufacturing 


I do not feel confident answering this question in detail. Tra- 
ditionally, Russia has enjoyed a world-class schooling system 
that has enabled it to compete in such high-tech sectors as 
space exploration and nuclear technology. More recently, 


high-added-value products. To improve 
the competitiveness of Russian prod- 
ucts, the country should deflect the com- 
petition from various imports, which 
was recorded at 30% in 2006. 

On the other hand, corruption is a 
burning problem in Russia. The ram- 
pant bribery and corruption together 
with the riddled legal system are the 
biggest drawbacks for the country. 
Transparency International, a non- 
profit group, ranked Russia 121* in the 
world on its Corruption Perceptions In- 
dex. Thus, the country has to undertake 
political and corporate reforms to 
tackle potential pitfalls like corruption 
and bribery. 


Sustaining the tempo 
The Russian government pulled out the 
country from the debts of foreign credi- 
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there have been signs that this competitive advantage might 
ђе slowly eroding. Having said this, in the recent months the 
Russian government has started to take steps that could help 
alleviate the problem. In this respect, the jury is still very 
much out. However, it is still early days to assess whether the 
technical competencies are in place. More importantly, we 
must also ask what is the overall business culture and envi- 
ronment in Russia: Is it conducive to doing business along the 
global norms and standards? Thus far, it has been hard to 
answer in the affirmative, but perhaps the Russian WTO 
membership (when— and if—it happens) will help solve some 
of the current challenges. 


Apart from the oil and gas business in Russia, what are the knowl- 
edge-intensive industries to be developed to get a hold of Western 
capital and technology? 

Information and Communication Technology would seem to 
be a candidate. Also recently, Russia has started to move 
towards making rapid progress in terms of nano and other 
new technologies. It remains to be seen how successful these 
efforts will turn out to be. In апу case, the challenges and 
even outright obstacles are immense. 


Given the country's high level of dependence on natural resources, do 
you feel Russia will be different from the other petrostates by preparing 
for the day when the wells run dry? 

It is hard to speculate. As I already mentioned, the chal- 
lenges before Russia are immense. The country is filled with 
decaying infrastructure, while its population is rapidly 
shrinking. It seems evident that the Russian government is 
at least aware of these challenges as well as of the fact that 
the hydrocarbons will not last infinitely. Some steps have 


been taken in order to rectify these problems and to propel 
Russia towards a more knowledge-intensive growth but 
these are still early days to assess whether Russia will be 
successful or not. 


What are the challenges you look ahead for Russia in demographics 
like healthcare, education and employment? 

As already mentioned, demographics is one of the main 
threats facing Russia at the moment. It is, however, very hard 
to change these trends with governmental decisions. The 
change must come from the wider economic and societal 
changes that can, of course, be assisted —or hindered —by the 
Russian government 


Transparency International, a non-profit group, tied Russia for 121* in 
the world on its Corruption Perceptions Index. What are the political 
and corporate reforms needed to tackle this corruption? 

In my view, the issue is cultural and therefore very hard to 
tackle with any administrative measures. I really do not see 
how you change an embedded culture of corruption like the 
one you have in the case of Russia. In this respect, time is 
perhaps the only remedy: Russia and Russians must be ex- 
posed to other international standards and practices in the 
hope that they will eventually be transferred to the Russian 
context. Luckily, the Russian state seems to have grasped the 
nature and severity of the problem so there might be some 
room to develop joint initiatives with the Russians. Unfortu- 
nately, some of the other ongoing trends in the Russian state 
and society—the growth of suspicion and hostility towards 
foreigners, the fear of alien international meddling in 
Russia's domestic affairs and so on and so forth —could easily 
counter this kind of initiatives. 


tors by accumulating the surplus prof- 
Из from exports in a special stabiliza- 
tion fund. Impressively, the fund has 
reached $49 bn in the year 2006, 8.5% of 
the countrys GDP. The government is 
also gearing up to concentrate on a rec- 
ognizable brand and a positive image 
for Russia. It has assured the foreign 
investors a thrust on the reforms 
needed to stimulate the state invest- 
ment in economy. Renaissance, an in- 
vestment bank, predicted that the re- 
tail, consumer goods, finance and con- 
struction sectors will have 40% average 
sales growth over the next several 
years. The imports are also rising at 
about 30% a year. The main appreciat- 
ing factor behind this boom is the 
growth of Russian consumers. However, 
analysts warn that the current invest- 
ment boom may not be sustainable. To 
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ensure growth tempo in the future, size- 
able foreign investments together with 
a good macroeconomic performance and 
a sound fiscal policy are the need of the 
hour. Further, the policy-makers should 
focus on the structural reforms in new 
sectors and activities. This aggressive 
role in the near-term will help the boom 
sustain for the long-term. 


Conclusion 

Russia may achieve dynamic economy 
status as the country is slowly moving 
away from oil dependency. Besides, the 
recent entry of Russia in the WTO may 
attract more foreign competitors to the 
Russian market. However, much de- 
pends on the public and the private sec- 
tors to effectively act as intermediaries 
for the demand and supply to determine 
the shape of Russia's medium-term fu- 


ture, economically and politically. To 
join the world as a competitive partner, 
Russia should capitalize on its resources 
and boost its economic development. 
However, global experience reveals that 
natural resources may turn out to be a 
curse, rather than a blessing. Moreover, 
the increasing corruption level may ham- 
per Russia's economic diversification. 
Adnan Vatansever, Associate Fellow at 
the Institute for the Analysis of Global 
Security ПАС) warns, “Undoubtedly, 
Russia has emerged as one of the world's 
primary energy suppliers today. Its in- 
creasing reliance on natural resources, 
however, raises questions essential for 
Russia's future evolution, as well as its 
international role."m 


— № Janardhan Rao and V Ratna 
Reference # 01M-2007-09-15-01 
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Ш CURRENCY 





Currency Futures 


In the Offing? 





The growing clamor for the launch of currency futures in India throws light 
on the untapped potential of such hedging instruments in India. 





Any economy needs an effective hedg- 
ing instrument and clearly currency ји- 
tures represent such an instrument. If you 
ask whether currency futures are desir- 
able in India, it is a resounding ‘yes’. 


— Ravi Narain 
President, National Stock Exchange 


episode of phenomenal rise in the 

value of Indian rupee has sent posi- 
tive reverberations across the world 
about the growing strength ofthe Indian 
economy as well as its underlying cur- 
rency, the rupee. Adding to the euphoria 
of Indian growth story, its currency, has 
gained 10% already this year from 15% 
last July. Interestingly, the currency 
which nosedived to a three-year low of 
Rs. 47.04 per dollar in July 2006 hit a 
nine-year high of Rs. 40.20 in July 2007 


I: no exaggeration that the recent 
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and has been currently hovering around 
Rs. 40-42 per dollar. 

The rupee appreciation has signifi- 
cantly boosted the demand for rupee-de- 
nominated assets across the globe. 
Though a strong rupee came as a bless- 
ing in disguise for Indian importers, ex- 
porters started to feel the pinch as it be- 
gan to erode the country’s competitive- 
ness and became a threat to its buoyant 
export growth. If India is to sustain its 
momentum over long-term in the era of 
globalization, the need of the hour is to 
develop an effective mechanism which 
will take care of currency related risks. 
This underlines the pressing need to kick 
start a domestic currency futures mar- 
ket wherein Indian businessmen can ef- 
fectively hedge the foreign exchange 
(forex) risks that they encounter. 

Close on the heels of Dubai Gold and 
Commodities Exchange (DGCX), which 


launched rupee futures recently in June 
2007, the RBI has formed an internal 
committee to examine the issues re- 
lated to the launch of currency futures 
in India. As the Indian economy contin- 
ues to grow, so will be the need for an 
efficient risk management tool. All in 
all, the sooner India launches currency 
futures, the better off it will be. 


Missed opportunity 

Parallel to India's roaring economic 
growth in recent years, its forex market 
has grown manifold with a gross annual 
turnover of around $6.5 tn in the fiscal 
year 2006-07, up from $1.4 tn six years 
prior to this. Nevertheless, along with 
the surging markets come the increas- 
ing currency risks. 

Currency fluctuations in forex mar- 
kets usually have a bearing on firms in 
many far-reaching ways. Typically, com- 
panies which import and export through 
long-term contracts will encounter cur- 
rency risk. Besides this, companies 
which borrow in foreign currency also 
face currency risks. More importantly, 
the currency risk which comes through 
import parity pricing impinges on all 
firms, big and small. Further, house- 
holders who invest in companies that 
are exposed to currency risks also have 
to suffer from these risks. 

Currently, Indian firms hedge their 
currency risks using Over-the-Counter 
(OTC) currency options, swaps and for- 
wards. However, the turnover is rela- 
tively small with the stringent capital 
account restrictions imposed on rupee 
convertibility. Till recently, rupee expo- 
sure risks can be typically hedged ei- 
ther through Non-Deliverable For- 
wards (NDF) in East Asia or Rupee For- 
wards in India. But, the forward mar- 
kets in India are small and the access to 
NDF overseas markets is limited and 
is also no longer deemed as adequate as 
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currency 


more players with different agendas are 
entering the game. 

The fact that $1 bn turnover a day of 
derivatives trading has been occurring 
3utside India ог Indian rupee and inter- 
ast rates sigrifies the missed opportu- 
city for India thus far and also rein- 
forces the need for the domestic rupee 
futures market in India to cash in on 
this growing demand for the currency. 
Recently, the RBI ruling that an indi- 
vidual can remit up to $100,000 a year 
overseas also connotes a felt need for 
currency futures market in India. 


Growing clamor 

Currency future is a futures contract 
which exchanges one currency with an- 
other at a specified price and date in fu- 
ture with one of the currencies being US 
dollar. Except for a few contracts that 
are held back till the expiry date when 





the payments are made in each cur- 
rency, most of the contracts are squared 
off before the expiry date. Currency fu- 
sures concept was pioneered by Interna- 
sional Monetary Market (IMM), a divi- 
sion of Chicago Mercantile Exchange 
СМЕ) in the year 1972. 

To leverage on the surging demand 
for Indian rupee, DGCX launched the 
world’s first non-celiverable rupee fu- 
tures contract on June 7, 2007. In faet, it 
has also aimed at tapping the burgeon- 
ing foreign trade between India and the 
United Arab Emirates, the third larg- 
est trading partner of New Delhi. Colin 
Griffith, Chairman of DGCX elucidates 
“The recent strengthening of the rupee 
has necessitated the need for an effi- 
cient and easily accessible to all risk 
management tool. It is a well-known 
fact that global investor attention is on 
India and it is considered as tne most 
promising investor destinatior among 
the BRIC nations. With loads o? foreign 
funds waiting to flow into India in the 


82 | September 2007 | 


The introduction cf rupee futures in India will put 
another instrument in the hands of hedgers to 
better hedge their currency exposure risks. 


coming years, it is of utmost necessity 
that DGCX stabilizes its first mover 
advantage firmly." 

Besides rupee-dollar futures, DGCX 
also trades in three other currency con- 
tracts such as, pound sterling-US dol- 
lar, euro-dollar and Japanese yen-dol- 
lar. According to the terms, at DGCX, 
each rupee-dollar contract would repre- 
sent two million rupees. Typically, 
prices will be quoted in US cents per Rs. 
100 with a minimum fluctuation of 
$2 per contract. Further, trading price 
list for the current and subsequent two 
months will be made available publicly 
in addition to the next three calendar 
quarterly months. 

Interestingly, the launch of rupee fu- 
tures by DGCX has triggered debates 
across the country about the pros and 
cons of allowing them in India. It was 
regarded as an Indian policy shortcom- 


5 сера 





ing, and some analysts felt that this 
symbolizes the profound mistake of 
Indian economic policy. Shahab 
Jalinoos, Currency Strategist at ABN 
Amro in Singapore opines, "The more 
such kinds of products exist outside 
Índia, the more anomaious it seems 
that India does not have any such kind 
of product." 

As a consequence, the RBI has 
formed an internal committee headed 
by its Chief General Manager Salim 
Gangadharan, to explore the feasibility 
of launching currency futures in the 
Indian scenario. Taking cues from this, 
a few stock and commodities exchanges 
have reportedly knocked the door of the 
RBI for permission to start rupee-dollar 
futures in India. They include the Na- 
tional Stock Exchange (NSE), the Na- 
tional Commodity and Derivatives Ex- 
change (NCDEX), the Clearing Corpo- 
ration of India Limited (CCIL) and Fi- 
nancial Technologies, the promoter of 
the Multi Commodity Exchange (MCX). 


O a 


However, the RBI is treading cau- 
tiously on this issue. Indeed, the exist- 
ing structure of rupee convertibility suf- 
fers from shortcomings such as lack of 
transparency and higher impact cost. In 
fact, since 1994, the rupee has been con- 
vertible on current account, which im- 
plies that the rupee can be freely trans- 
formed into foreign currency for trade- 
related transactions. However, it is re- 
stricted from being converted freely for 
capital account activities such as over- 
seas acquisitions. The bank has a five- 
year plan to achieve full capital account 
convertibility that prolongs till 2011. 


The way ahead 

It is for sure that the launch of currency 
futures in India will increase the num- 
ber of speculators though it is not in the 
interest of the RBI. Nonetheless, they 
are crucial for the creation of a vibrant 
currency futures market as they provide 
ample liquidity to the market. PH 
Ravikumar, Managing Director at 
NCDEX avers “If you want a very liquid 
derivative market and you think there 
should be no speculation, it is not pos- 
sible. If you want to cook rice, you need 
water.” Accordingly, hedge funds and 
FIIs will have another way out to bet оп 
the appreciating rupee. The introduction 
of rupee futures also puts another іп. 
strument in the hands of hedgers to bet. 
ter hedge their exposure risks. It does 
help in reducing the monopoly of bank: 
in the area of hedging instruments anc 
thus increase the transparency. 

Thus, rupee futures provide more 
flexibility, liquidity and are more trans: 
parent than forward contracts. They 
help in fetching better price for the cli 
ent through effective price discovery 
Indian stock and commodity exchange: 
have the essential infrastructure anc 
surveillance monitoring and hence are 
well-placed to embark on the com 
mencement of currency futures marke 
in India. Therefore, it’s high time the re 
lated acts were amended accordingly 
India to effectively tap the untappec 
potential of currency futures.» 


— Y Bala Bharati 
Reference # 01M-2007-09-16-0 
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Ш BUSINESS ENVIRONMENT 


FDI in India 






In the context of perceived threats, the challenge before the government is 


Weeding out Threats 





to come up with an FDI policy that is secure as well as investor-friendly. 





We must open the doors far and wide 
jor FDI in more sectors... FDI worked 
wonders in China. I believe it can work 
wonders in India. 

—P Chidaribaram 


Union Finance Minister 


he recently released discussion 

paper prepared by a committee 

of secretaries on the National 
Security Exception Bill, which is yet to 
be tabled in the Parliament, has 
stirred up a hornet's nest. The discus- 
sion paper on the Bill, which is in- 
tended to provide a suitable mecha- 
nism to review and restrict Foreign 
Direct Investment (FDI) that might 
pose a threat to national security, has 
come up with a proposal to examine 
FDI applications on a sector-wise, 
rather than a country-wise, basis to 
assess their threat perception to na- 
tional security. 
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Sectoral vetting 

In other words, instead of blacklisting 
countries and foreign investors, the 
Indian Government may opt for a 
sectoral vetting of FDI applications, 
which means FDI proposals to certain 
sectors, considered ‘sensitive’ by the 
government, would invite special scru- 
tiny. So far so good. But what has raised 
concern is the list of sensitive sectors for 
FDI, or the ‘trigger’ list, which includes 
almost every sector that one can think 
of: Aviation, Airports, Seaports, Tele- 
communications, Internet Service Pro- 
viders, International Long Distance 
Telecom Services, Petroleum Refining, 
Gas Pipelines, Hydrocarbon Explora- 
tion, Shipping, Roads, Waterways, 
Drugs and Pharmaceuticals, Data Net- 
works, Electronic Hardware, Data Pro- 
cessing, Defense Industry and Metal- 
lurgy. This list is to be revised annually, 
and FDI applications to any of these 18 
sectors would be scrutinized by the 





Finance Ministry as well as the Home 
Ministry. 

This list of sensitive sectors would 
complement the list of sensitive areas 
that includes border and insurgency-af- 
fected states, such as Jammu & Kash- 
mir, North-Eastern states and Sikkim, 
and territories close to the defense and 
nuclear establishments. FDI proposals 
in these states and locations and in the 
sensitive sectors would come under the 
scanner of Union Home Ministry, and 
the intelligence agencies would go 
through the background of the investors 
with a fine-tooth comb. 


Terror-free investments? 
This is understandable in the light of the 
revelations made by the National Secu- 
rity Advisor, MK Narayanan, in Febru- 
ary this year, at the 43" Conference on 
Security Policy in Munich, that manipu- 
lation of stock exchanges is the new 
modus operandi of terrorist groups to 
raise funds for their nefarious activities 
and that the intelligence agencies had 
traced a few fictitious companies, which 
operated in the Mumbai and Chennai 
stock exchanges, to terrorist groups. 
Though the Union Finance Minister 
P Chidambaram made a statement in 
the Lok Sabha on August 17 that the 
information available to government 
does not indicate any surreptitious entry 
into the stock market or real estate mar- 
ket by terrorist outfits, Narayanan's rev- 
elations cannot be dismissed lightly, as 
even the American intelligence agencies 
have confirmed that markets are being 
increasingly used for terror-funding. 
While national security is of para- 
mount importance in the post-9/11 
world, there is considerable apprehen- 
sion among investment watchers that 
sectoral vetting of FDI applications 
would lead to more red-tapism and pro- 
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FDI in India 


eee 


cedural delays, which in turn would 
prove to be а dampener on FDI inflows 
into India, which has been moving 
northward for some time now. 


In full flow 

In fact, FDI inflows into the country 
more than trebled to $11.4 bn in the 
first six months of 2007, as companies 
such as UK’s Vodafone have been pour- 
ing in funds to tap the world’s second- 
fastest growing economy. Inflows for the 
first quarter of financial year 2007-08 
went up by 185% to $4.9 bn from $1.7 bn 
received during April-June last year. 
During January-June 2007, inflows 
rose 216% compared to $3.6 bn in the 
corresponding period last year. 

Britain’s Vodafone, the world’s big- 
gest mobile operator, which acquired a 
controlling stake in India’s Hutch-Essar 
early this year, topped the list of foreign 
investors, pumping $801 mn into the 
country’s telecoms market. Matsushita 
Electric Works of Japan, which bought 
Anchor Electricals, was the second larg- 
est investor with $342 mn, while GA Glo- 
bal Investments Ltd. was the third larg- 
est investor. 

Commerce and Industry Minister 
Kamal Nath could not obviously hide his 
glee: “This is a huge jump. The most im- 
portant thing is that these are largely 
first-mile investments and are obviously 
going to grow in geometrical propor- 
tions.” He further added, “India remains 
a favorite destination of FDI despite 
what is going on in the stock market.” 

The fact sheet on FDI in India for the 
period from August 1991 to April 2007 
indicates that Mauritius continues to 
remain as the biggest source of FDI for 
India, accounting for 40.82% of the in- 
flows, followed by the US (12.60%), UK 
(8.42%), the Netherlands (5.85%), and 
Japan (5.44%). While Electrical Equip- 
ments (including computer software and 
electronics) sector attracted the highest 
equity inflow of 19.20%, Services Sector 
(financial and non-financial) attracted 
18.39%; Telecommunications (including 
radio paging, cellular mobile, basic tele- 
phone services) 8.43%; Transportation 
Industry 7.98%; and Fuels (power and oil 
refinery) 6.19%. 
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The country, according to Kamal 
Nath, had received $15.7 bn FDI in 
2006-07 as compared to $5.5 bn a year 
ago. If the reinvested earnings and other 
capital inflows are included, then the 
total inflows in 2006-07 add up to $19.5 
bn compared to $7.7 bn in 2005-06. 


Triggering caution 

The Commerce and Industry Minister 
has announced that the government’s 
review of the FDI policy would be ready 
in the next two to three weeks and la- 
bor-intensive sectors would receive pri- 
ority. The recommendations made by 
the discussion paper on the National 
Security Exception Bill to create appro- 
priate checks and balances vis-a-vis 
FDI flow into the country should be seen 
against this backdrop. 

The subject of clandestine entry of 
hostile elements via FDI has been doing 
rounds for the past few years. It first 
gained currency when the Egyptian mo- 
bile operator Orascom acquired a 19.2% 
stake in Hutchison Telecom Interna- 
tional Limited in December 2005. What 
emerged as a matter of serious concern 
then was Orascom’s ‘Pakistan connec- 
tion'—a country which has become а 
breeding ground for forces inimical to the 
interests of India. The fact that Orascom 
operates Mobilink, a leading mobile net- 
work in Pakistan, and Orascom’s an- 
nouncement that the above-mentioned 
acquisition would give it a foothold in the 
booming mobile market of India and 
board representation in Hutch Essar 
triggered alarm ringtones in the minds 
of Indian security officials. 

Since then extra efforts have been 
afoot to keep a security tab on FDIs. The 
latest discussion paper is an attempt in 
this direction. According to the paper, 
FDI applications that seek to invest in 
any of the aforementioned sensitive sec- 
tors and/or areas would be subjected to 
intense scrutiny. These investors would 
be asked to give more details of their 
and their subsidiaries’ operations else- 
where. All the investors would be re- 
quired to notify a separate commission 
and the ministries concerned on their 
mergers and acquisitions in India and 
abroad and on their plans for India. 


Other suggestions include: inclusion 
of a National Security Exception Clause 
in all contracts, tenders and agree- 
ments signed by government authori- 
ties; and a declaration from the investor 
that it would not indulge in any activity 
that is against the interests of India. 
While the paper says that the govern- 
ment should not take more than 30 
days to give its judgment on the FDI 
application submitted, it does add a ca- 
veat that it can seek more information 
if necessary. 


Securing 201$ 

While the government is right in ensur- 
ing that the FDI route is not used by 
terrorist groups to enter the country, it 
should not, however, end up vetting FDI 
inflows to such an extent that foreign 
investors are scared away from the 
booming Indian market. The existing 
government policy on FDI does make a 
mention of industrial sectors that are 
forbidden for FDI, which include: Arms 
and Ammunition, Atomic Energy, Rail- 
way Transport, Coal and Lignite, and 
Mining of Iron, Manganese, Chrome, 
Gypsum, Sulphur, Gold, Diamonds, 
Copper, and Zinc. However, the terrorist 
outfits have become more sophisticated 
in their operations and have been seek- 
ing new routes to penetrate into the 
markets to fund their activities. The 
government has its task cut out. It has 
to streamline the FDI policy and see 
how it can attract more investment, 
generate more employment, and offer 
fresh incentives to exporters, while en- 
suring that the terrorist outfits do not 
take recourse to FDI to infiltrate into 
the business sectors and use the 
country’s markets for funding global 
terrorism. 

Time was when an increase in the 
perceived level of terrorism risk led to a 
drop in the FDI that a country attracted. 
But today the FDI route itself is sought 
to be used by terrorist outfits to fund 
their activities or destabilize a nation’s 
economy. Therein lies the morbid irony 
of the situation.m 


– В Venkatesan lyengar 
Reference # 01M-2007-09-17-01 
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Monumental Expressions 


In the entire history of buildirg, noth- 
ing is purer, nothing is harder... than these 
walls that suspend in space tiers, arches 
and vaults, спа spread to the confines of 
the known world, the legalistic and order- 
bestowing spirit of the Romans. 

— Eli2 Faure 


x art represents a centinua- 
ion of Greek tradition. But, unlike 


the Greeks who built temples of great 
beauty, the ancient Romans, with their 
arches and vaults, built grandiose and 
ostentatious public buildings. The ge- 
nius of the Romans found its most pow- 
erful expression in the field of architec- 
ture, where they displayed remarkable 
skill and science. Their temples, amphi- 
theaters, baths, roads, bridges and aq- 
ueducts proclaim the grandeurthat was 
Rome. 

The most important contribution of 
ancient Rome to the art of building is the 
concept of space. And of all the monu- 
ments, it is the Pantheon—the circular 
temple to all the gods, the “epitome of 
the force of Rome’—that conveys a pow- 
erful sense of enclosed space. Its rotunda 
seems to be a world in itself. Here, the 
arch principle of construction takes the 
form of a dome. With its highly organized 
system of arches, the Pantheon conveys a 
sense of balanced geometrical unity. As 
one writer observes: Here wzs a form, 
which shaped space and not matter; it 
seemed to transcend earthly eonditions 
and to reach a new freedom." 

The dome is cut off from view in front 
by the porch of columns surmounted by а 
broad pediment. The inner surface of the 
dome is decorated with a pattern of rect- 
angular recessed panels known as cof- 
fers. The interior, with its colamns and 
colored marble paneling of the wall sur- 
faces, is awe-inspiring and harmonious. 
From the circular opening at the top 
known as oculus, light enters, suffusing 
the great hall below. This is the only 
source of light in the interior. This ‘eye’ of 


86 | September 2007 | 





the dome, which lets in ‘the light of 
heaven, can obviously have symbolic and 
spiritual associations in the world of art. 
In simple terms, we may visualize it as a 
means of access to divine wisdom. 

Another great architectural monu- 
ment of the ancient Romans is the over- 
whelming Colosseum, the amphitheater 
for gladiatorial games in the center of 
Rome. Its colossal size and grandeur, as 
well as its practical and efficient organi- 
zation for producing spectacles and con- 
trolling the large crowds, is impressive. 
But the thought of the carnage that took 
place inside this prodigious structure is 
disturbing. 

Rome’s native genius may be dis- 
cerned in the marble portraits. Both por- 
traits and historical/narrative reliefs are 
characterized by an intense realism (as 
against Greek idealism). Perfection was 
the ‘speaking likeness;’ the artists were 
true to the model be it “puffed-up play ac- 
tors, slightly foolish idealists, wholly in- 
curable brutes, or weather-beaten old 
centurions.” The bust of Julius Caesar, 
for instance, is a remarkable study in re- 
alism revealing specific personality 
traits of the man, his keen and perceptive 
mind as well as his fiery ambition. 

Roman emperors commemorated 
their outstanding achievements in nar- 
rative reliefs on monumental altars, tri- 
umphal arches and columns, of which 
the monuments of key importance are 
the Ara Pacis (the Altar of Peace), the 
Arch of Titus, and the Column of Trajan. 
The reliefs on the Arch of Titus portray 
the triumphal procession in which the 


spoils of the Temple in Jerusalem were 
displayed to the Roman populace. In 
these reliefs, life and vitality seems to 
animate each figure—a liveliness, which 
is produced by the play of light and shade 
over the whole panel. These animated 
scenes reveal the considerable degree of 
technical skill of the artist. 

Trajan’s Forum—one of the most 
grandiose large-scale architectural com- 
positions of Roman times—has a me- 
morial column of marble, which narrates 
Trajan’s Dacian Wars and his victory. 
The continuous spiral band of superbly 
carved reliefs that cover its surface is ex- 
ecuted with such skill that they conceal 
from view the forty-three windows, which 
serve to light the interior of the column. 
But an attempt to follow the narrative 
carved on the column, would lead to an 
impossible situation: the beholder must 
“run around in circles like a circus horse”. 

The interiors of Roman houses were 
covered with paintings representing 
decorative architectural themes and 
arabesque, with panels showing scenes 
from mythology. The remains of a Ro- 
man villa still suggest its former mag- 
nificence, with its mosaic floors, door 
arches and pillars. The houses of 
Pompeii, a typical provincial town of the 
early Roman Empire, contain wall 
paintings that tell us about the private 
life and tastes of the wealthy. 

The Roman taste for the striking 
and their extraordinary fondness for 
elaborate decorative effects, ostenta- 
tion and display are evident in their 
works of art. Ancient Rome, perhaps, 
had a great moral need to proclaim her 
external glory, and “any monument suf- 
ficed for that, provided it was graced 
with the name of a temple, arch of tri- 
umph, rostrum, or trophy”.= 


- Dr. PG Nirmala 
Faculty Member, Academic Wing, 
The Ісаі University, Hyderabad. 
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The Insurance scheme is for Post Office Savings Account Holders under 
which the insured person will get a compensation of Rs. 1 lac in case of accidental death. 


Those who have accounts in Post Office can contact his/her Post Office 
and give his/her consent regarding the policy 
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Post: Deputy General Manager- Finance 
Company: ACG Worldwide 


Job Desc: Will have to ensure timely, accurate and 
relevant MIS and co-ordinate computerization and 
introduction of systems. Accurate accounting, 
Monthly and Annual Accounts, MPR, Budget and 


Three Year Plan 
Profile: Shall have a thorough knowledge of 


Finance, Accounts, MIS, Internal Audit, System 
Along with the knowledge of Commercial, Income 


Tax, Excise and Import & Exports Laws 
Exp: 8-13 

Location: Mumbai 

Email: minal.amore(2acg-world.com 


Post: Agency Manager 
Company: American Solutions Pvt. Ltd. 
Job Desc: Will have to recruit good quality 


prospective insurance advisors. Provide on the job 


training to insurance advisors 

Profile: Must have an ability to network with 
clients & tc manage & develop relations. 
Exp: 3-5 

Location: Hyderabad 

Email: vipashaseth@indtechinfo.com 


Post: Branch Head 


Company: Apollo Sindhoori Capital Investments 


Ltd. 


Job Desc: Would be managing the Branch Day to 
Day Operation, Plan & coordinate activities with 


staff, Clients for smooth operation. 


Profile: We are looking for a dynamic graduate 
with wide contacts in and around Mangalore and 


practical exposure to stock markets. 
Exp: 3-5 

Location: Mangalore 

Email: careers@ascilonline.com 


Company: Arya Offshore Services Pvt. Ltd. 


Job Desc: Function independently as an Accounts 


Executive at the Fleet Personnel Department 


overseeing over a thousand salary statements of 


employees. 

Profile: Candidate must be suitably qualified 
having a knowledge of the latest accounting 
software packages. 

Exp: 7-12 

Location: Mumbai 

Email: jobs@aryaoffshore.com 
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Post: Head- Marketing 


Company: Birla Global Finance Company Ltd. 
Job Desc: We are looking for an incumbent who 
would guide, mentor & help a team of 
Professionals in Sales & Marketing of various 
Retail Finance & Wealth Management Products. 
Profile: We are looking for an Incumbent with 
experience in Sales & Marketing of various Retail 
Finance & Wealth Management products. 

Exp: 3-6 

Location: Delhi 

Email: bgfilhrd@adityabirla.com 


Post: Head- Accounting 


Company: Calyon Bank 

Job Desc: The job involves Defining/implementing 
the accounting policies(IAS, French GAAP, local 
norms) of the bank Monitoring the books of 
account, to ensure that the books of account 
reflect. 

Profile: Required a Chartered Accountant, with 
6-8 years of post qualification experience 
preferably at a foreign bank 

Exp: 5-10 

Location: Mumbai 

Email: e-source@consultant com 


Post: Company Secretary 

Company: Canbank Investment Management 
Services Ltd. 

Job Desc: Shall have an experience of atleast 8-10 
years. Should be thoroughly familiar with 
handling Board Meetings and other related 
matters/up to date knowledge of securities laws, 
working of securities market. 

Profile: Must have a Bachelors' degree in 
Commerce/Science/Arts. Should be familiar with 
the compliance requirements of SEBI (Mutual 
Funds) Regulations, 1996/liasoning with ЅЕВ/КОС 
& other Governmental agencies. 

Exp: 8-10 

Location: Mumbai 

Email: suhas@canbankmutual.com 


Post: Sr. Executive- Accounts 


Company: Dynamic Equities / Commodities Ltd. 
Job Desc: Candidates should have sound 
knowledge & experience into Monthly PL & 
Balance Sheet and report to management. 
Preparing the Bank Reconciliation Statement. 
Profile: Required a sound knowledge of Ms Excel 
is a must. Would be responsible for preparing of 
yearly Accounts and coordination with Auditor 
Exp: 3-5 

Location: Kolkata 

Email: lopamudrag@dynamiccares.com 
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Post: Regional Manager 


Company: e-Nxt Financials Pvt. Ltd. 

Job Desc: Would be Reporting / Laisoning with 
Regional Manager / State Head / Branch Head, 
Assisting in closing strategic deals Reviewing: - 
100% Negative Post Disbursal Reports. 

Profile: Shall be an MBA / Graduate / Diploma in 
Auto finance Engineering having worked in 2 States 
& experience preferably in automobile / finance field 
Exp: 5-10 

Location: Delhi 

Email: amber.prakash@e-nxt.com 


Post: Deputy General Manager- Finance & 
Accounts 


Company: IDEB Projects Pvt. Ltd. 

Job Desc: Responsible for finance ,accounts, 
taxation at the project including compliances of all 
direct, indirect taxes and regulatory requirements 
Profile: Shall have hands on experience to manage 
the project independently with matured approach 
and potential to grow to senior management level. 
Exp: 10-15 

Location: Delhi 

Email: careers@idebinc.com 


Post: Branch Manager 


Company: |пдиз та Bank 

Job Desc: Would be responsible for Fund based 
business advances target, Non fund based business, 
Advances target on outstanding basis. 

Profile: Looking for a CA/Engineer/mba with 10 to 
15 years experience in private or MNC bank. 

Exp: 10-15 

Location: Bangalore 

Email: nr_chandran@indusind.com 


Post: Sr Manager- Taxation 


Company: JCBL Ltd. 

Job Desc: Duties include developing and 
implementing systems to compile information for 
various federal, state and local reports. Ensures 
timely and accurate filing of tax returns. 

Profile: Must be CA/ICWA/MBA / Finance with 
minimum 15 Yrs of experience and Must have held 
senior position for at least 2-3 years. 

Exp: 15-25 

Location: Chennai 

Email: hrm@jcbl.com 


Post: Sr Co-ordinator- Finance & Accounting 


Company: UPS Jetair Express Pvt. Ltd. 

Job Desc: Will Process bills for payments as per 
payment cycles ensuring accuracy in accounting; 
Cost codes and statutory compliance; Monitoring 
Statutory payments like Withholding Tax etc. are 
made as per schedule and required records 
maintained. 

Profile: Required a Commerce Graduate with prior 
experience in Finance & Accountings 

Exp: 3-4 

Location: Mumbai 

Email: indiahr@ups.com 
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Post: State Head- Operations 


Company: JRG Securities Ltd. 

Job Desc: Will have to launch new branches across 
the state & setup the infrastructure and 
administration of new branches. Manpower 
Planning & Staffing are also the part of the 
responsibilities 

Profile: Shall have atleast 5-6 years experience in 
Stock Market operations as Branch head. 

Exp: 6-10 

Location: Bangalore 

Email: julaina@jrg.co.in 


Post: Sr Officer- Credit Control 


Company: Kores (India) Ltd. 

Job Desc: Incumbent must have the knowledge of 
Sales and Income Tax. Would have to maintain 
Debtor and Collections ontime. 

Profile: Required a С.А Inter, B.Com / M.Com having 
4-5 years of exposure in the similar profile. 

Exp: 3-6 

Location: Pune 

Email: recruit@kores-foundry.com 


Post: Head- Credit & Compliance 


Company: L&T Finance Ltd. 

Job Desc: Will have to formulate Credit Policies, 
Design Credit tools for various Business Units, Create 
links and controls for Compliance 

Profile: CA's / MBA's in Finance. Will monitor and 
issue early warning alerts about Credit quality. 

Exp: 8-13 

Location: Mumbai 

Email: hrdiltfinance.com 


Post: Relationship Manager 

Company: Tata Aig Life Insurance Company Ltd. 
Job Desc: Will have to achieve FYP targets through 
regular visits to the assigned branches & relationship 
building with the team. 

Profile: Will have to visit branches on a daily basis 
to ensure that targets are being met & productivity 
is maintained. 

Exp: 3-6 

Location: Midnapore 

Email: recthelpdesk5@tata-aig.com 


Post: Deputy General Manager- Accounts 


Company: Madhucon Projects Ltd. 

Job Desc: Shall have a thorough knowledge of 
Accounts management, Financial Management, 
Audit, Budgeting, costing, Finance and Taxation, 
Finalization of Accounts. 

Profile: СА/МСОМ/ВСОМ with 15 to 18 years of 
experience in the similar profile. 

Exp: 15-20 

Location: Hyderabad 

Email: hycareers@madhucon.com 
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Post: Head- Accountant 


Company: Maximax Group 

Job Desc: Shall have the knowledge of the complete 
accounting cycle, closing of year-end, external audi- 
tors files. Experience with cash management and in- 
vestments. 

Profile: Experience in preparing financial statements 
for internal and external use along with an experi- 
ence in sales tax applications. 

Exp: 5-8 

Location: Saudi Arabia 

Email: resume@maximaxgroup.com 


Post: Financial Manager 


Company: Media Express Ltd. 

Job Desc: Maintain company accounts such as P& L, 
cash flow statements and Balance sheet, submit re- 
ports, report to management, work in a team. 
Profile: The ideal shall be efficient, honest, good PR 
& can work in a team, & make decisions. 

Exp: 5-10 

Location: Tanzania 

Email: jobs. mediaexpress@gmail.com 


Post: Chartered Accountant 


Company: Sudarshan Chemical Industries Ltd. 
Job Desc: Would be monitoring of day to day 
accounting/ costing , budgetary control, statutory 
audit, strengthening systems for effective internal 
control & МБ. 

Profile: Candidate should be Chartered Accountant 
with experience of handling teams. Shall have an ex- 
perience in SAP & in manufacturing industry . 

Exp: 3-5 

Location: Pune 

Email: hrd@sudarshan.com 


Post: BSM- Emerging Markets 


Company: Reliance Life Insurance Co. Ltd. 

Job Desc: Would lead the process of hiring Sales 
Managers for the region Groom and Develop the 
team of Sales Managers Train, support & motivate 
them for business targets 

Profile: Required a Post Graduate in Sales & Market- 
ing along with the Sales Experience. 

Exp: 3-5 

Location: Sangrur 

Email: rabia.dhody@relianceada.com 


Post: Manager Accounts 


Company: Pratham Motors Pvt Ltd. 

Job Desc: The selected applicant would be respon- 
sible for handling Accounts in Automobile Industry, 
Profile: Stocking taking , RTO, True value, Salary, 
petty Cash, Spares, Accessories, Income tax are also 
the part of the responsibilities. 

Exp: 5-7 

Location: Bangalore 

Email: hr@prathammotors.com 


Post: Manager- Accounts & Finance 


Company: Priya Ltd. 

Job Desc: Must have a thorough knowledge of 
Accounting, Finance & Audit. 

Profile: Candidate must be C.A., ICWAI OR 
M.Com having 5 years of experience in 
Accounting, Finance and accounts related 
various laws like Sales Tax, Income-Tax, Service 
Tax, Professional Tax etc. 

Exp: 3-5 

Location: Mumbai 

Email: hrd@priyagroup.com 


Post: Sr. Officer- Accounts 


Company: Uflex Ltd. 

Job Desc: Responsible for preparation of 
Monthly P & L Account with detailed schedules 
Responsible for preparation of monthly cash 
flow, funds flow and ratio analysis statements 
Profile: Should have 3-8 yrs of experience in 
accounts - ICWA is must 

Exp: 3-8 

Location: Delhi/NCR 

Email: ranjanarajpal@flexfilm.com 


Post: Accountant 


Company: Ram Bhuvnesh & Co. 

Job Desc: Handling day to day accounting on 
computerized accounts and preparing 
statements of accounts every month end. 
Dealing with bankers, creditors and debtors. 
Profile: Shall be a B. COM / M. COM / Semi 
Qualified C. A. with experience in the similar r 
profile. 

Exp: 4-8 

Location: Delhi 

Email: rambhuvnesh@hotmail.com 


Post: Assistant Accountant 


Company: Ranoson Springs Pvt. Ltd. 

Job Desc: Must have the knowledge of excise, 
ETDS & I. Tax, Benefits of PF, ESI, bonus, gratuity 
and leave as per Factories Act. 

Profile: Required a B. COM having an experience 
of 4 YEARS. 

Exp: 4-6 

Location: Delhi/NCR 

Email: info@ranoson.com 


Post: Financial Controller 


Company: Varman Aviation Pvt. Ltd. 

Job Desc: .Should be well conversant with 
imports/exports. Should be well versed with 
banking, statutory regulations. . 

Profile: The selected applicant will be Mcom/CA's 
having a rich prior working exposure in the 
similar profile. 

Exp: 8-13 

Location: Bangalore 

Email: varman@blr.vsni.net.in 
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Ш apolitical 
ECBs 


What the Latest Restrictions Mean 


he rupee, as a sequel to the government's announcement 

of fresh restrictions on External Commercial Borrowings 
(ЕСВа), turned volatile in the intra-day trading and ultimately 
closed at Rs. 40.52 registering a loss of 12 paise, which 
amounts to around 1%— а] in а day's trading on 9" August. 

Market reactions aside, what is more important here are 
the restrictions per se and their impact on the macroeconomic 
fundamentals. As a result of the restrictions imposed, compa- 
nies can now raise ECBs for rupee expenditure only up to $20 
mn, that too, with the prior approval of the Reserve Bank of 
India. Corporates are also required to park such borrowings 
overseas til! the rupee expenditure materializes. The current 
restrictions have two implications: one, the need for the nod of 
the RBI disables companies from timing their ECB borrowings 
to their advantage; and two, for anything beyond $20 mn, com- 
panies have to approach the local market. The ECBs above $20 
mn can, of course, be availed of only for incur- 
ring permissible expenditure in foreign cur- 
rency. 

Palpably, the motive behind the current 
restrictions is to strengthen the hands of the 
Reserve Bank of India in imposing stricter 
discipline under its ongoing conservative 
monetary policy. Admittedly, ‘plenty’ of for- 
eign capital is always a problem to manage. In 
the last six months alone, it is reported that 
Indian companies have borrowed $19.13 bn 
from global financial markets as against 
$13.58 in the whole of 2006. Similarly, inflow 
through FIIs has also gone up. 

The inflow of foreign exchange in excess of a country’s ab- 
sorbing capacity poses many problems. One such major prob- 
lem is the appreciation of domestic currency. Such appreciation 
is more acute when the central bank withdraws from its mar- 
ket intervention, as is currently happening. Rupee has, thus, 
appreciated in the recent past by 9% creating ripples in the 
corporate corridors, for it made Indian exports less competitive 
in the global markets besides eroding their profit margins. An 
excess inflow of foreign exchange also results in the rise of re- 
serve money, and broad money, which indeed rose by 60.7% and 
64.3% respectively by March 2007. Such rise in monetary base 
automatically makes more bank credit available. That aside, 
if much of such credit goes towards creation of assets—reports 
indicate that real estate loans have gone up by 155% in 2005 
and 66% in 2006—it may, over a period of time, result in asset 
‘price bubbles’. Cumulatively, all this creates inflationary pres- 
sure in the economy. And no political economy of a country can 
afford to let these developments go unchecked. 

Against this backdrop, the present restrictions imposed on 
ECBs sound pretty laudable. There is, however, a flip side to it: 
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the domestic interest rates are already relatively high and in 
such a scenario, when the blue chip companies move towards 
domestic banks for their financial needs, it tends to push the 
interest rates further northward. In the light of the recent hike 
in CRR, the interest rate scenario is all set to further worsen. 
This increased cost of capital will obviously get translated into 
higher sales price of the end products of industrial activities. To 
that extent, goods become less competitive not only in the ex- 
port market, but also in the domestic market where imported 
goods are today posing a threat to the domestic manufacturers 
owing to the drastic reductions in tariff. It means fall in de- 
mand for the industrial goods and services, of course, with a 
time lag. That is why some economists fear that the present 
restrictions on ECBs may have an adverse impact on the GDP. 

There could be another unintended consequence of these 
restrictions. Owing to the increased cost of rupee borrowings, 
blue chip companies may, instead of invest- 
ing in their domestic expansion/diversion 
projects, resort to overseas acquisitions 
through borrowings from global financial mar- 
kets so as to keep their growth prospects in- 
tact. Such overseas acquisitions may not, of 
course, affect the GDP per se, but is certain to 
impact domestic employment opportunities, 
which means loss of opportunity to improve 
the buying power of the domestic consumers. 

There is yet another dimension to these 
restrictions: so long as the growth rate contin- 
ues to remain around 9% — Юг which there are 
strong indications—the inflow of foreign exchange will continue 
at the current levels, if not rise. In this context, a school of 
economists argues that if at all the flow of foreign capital is 
to be contained, it should be more through restricting FII 
investments by way of imposing some kind of tax rather 
than limiting ECBs. There is a logic in this argument: avail- 
ability of capital at lower interest rates, including fully 
hedged borrowing, vis-a-vis domestic interest rates makes 
Indian businesses more competent to withstand global com- 
petition. On the other hand, FII flows are always speculative 
in nature and are known to move around the emerging mar- 
kets exclusively with a profit motive. They are known to run 
away from emerging markets at the slightest provocation, 
as is happening today. 

In view of these ground realities, the restrictions presently 
imposed on ECBs can, at best, be of a short-term nature and 
what really needs to be done is increasing the absorption ca- 
pacity of the foreign capital inflows by the country.s= 
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‘SMS-based Pay-by-Mobile Service’ 
No Wallet. No Card. Only Mobile! 


As usual, the first Public Sector Bank to enter M-Commerce. 








= Е i^ MOBILE Pay] 

ОМ аР, | SIVICE СогрВапк'ѕ 'SMS-based Pay-by-Mobile service’ brings you 
convenience ike never before. Now all you need is your mobile phone to shop on the internet, do 
teleshopping and transact in over 3000 merchant establishments across the country including 
retail outlets, airlines and restaurants. 
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Visit any CorpBank ATM with your CorpBank Debit Card or ATM Card and register for the service 
through the user-friendly menu on the ATM. 


In association with 


It's hassle-free, safe & secure! Ж «4 S 
For further details, log on to: www.corpbank.in & air: 


e-mail: querv@corobank.co.in 
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Coluurs woik 


because they talk to the heart. 
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Ricoh presents a range of best-in-class Colour MFPs that use the emotional 
impact of colour to your advantage. So that your business propositions can 
effortlessly work their way into the hearts and minds of your associates. 


* KEY FEATURES: Standard printer & scanner * Built-in duplex & ADF * In-house finishing 
„ Remote retrieval & editing of files = Security through encryption & authentication 
= PictBridge support = High-speed, low-cost B/W printing too 
No.1 Colour MFP in U.S. & Europe 











» Colour & B/W Multi-Function Products (АО to A4, 135 to 16 ppm) = CopyPrinters = 99% up-time • Nationwide service network _ | PRINT | COPY | SCAN | FAX | 


CORPORATE OFFICE: 52-B, Okhla Industrial Estate Phase IIl, New Delhi-110 020; Tel: 01 1-41613010-18; Fax: 01 1-41612221; Website: www.ricoh.co.in; Email: ril.info@ricoh.co.in 

BRANCH OFFICES: Ahmedabad: 26582883, 26588709; Bangalore: 41477620/21, 22248829/30; Chandigarh: 2710162, 2701984; Chennai: 30212121/22; Coimbatore: 2493948, 2496276; Delhi: 23353488, 
41731867, 23312001, 41731360; Guwahati: 2635311, 2543591, 2602949; Hyderabad: 39185081/82, 39701898; Jaipur: 2707028, 2706299; Kochi: 2353274, 2352266; Kolkata: 22101634, 22488641/42; 
Lucknow: 3237048, 2239189,76: Mumbai: 67032095, 22383042; Patna: 2222830, 2201490; Pune: 305801 49/53/54; Ranchi: 2331426/069; Visakhapatnam: 2553466, 2754968. 
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HALLMARK 


INFRASTRUCTURE 


constructing confidence 





Imagine. Your dream home spread across 86 acres of 
beautifully planned and landscaped terrain. With a 
hundred acres of reserve forest in the neighbourhood. 
And two natural lakes shimmering in the vicinity. This 
means а lot more pure air full of oxygen for you to 
breathe. 


You could also be sharing your neighbourhood with 
some of the biggest names in the world like Infosys, 
Ford, Visteon, BMW, Nokia, Ascendas, Mindtree and 
Mastek among others. 


All this plus а host of value-added facilities make it not 
just a dream home, but also a fantastic investment 
opportunity- as Maraimalai Nagar is set to be the fastest 
growing real estate zone in the city Hurry, book your 
apartment today and getthe best dea! in the world-class 
New Chennai. 





Exclusive Features : e NISA Hallmark Sports County - Australian 
Cricket Coaching e National Table Tennis Academy e National 
Swimming Academy e Adinath Jain School e Swiss Finishing 
School to groom your little ones e New Music Academy 
® Professionally run Day Care Center e Departmental store within 
the complex e Exclusive Clubhouse with a host of facilities like 
virtual golf, snooker & billiards table, and children's play area, 
basketball, badminton court, jogging tracks, etc. e Internationally 
renowned Fitness Center 


+ 
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COUNT Y 


For further details contact: 
Hallmark Infrastructure Pvt. Ltd. 
Suite A, No-43, Old No. 62/2, United Plaza. 
Usman Road, T.Nagar, Chennai - 600 017 
Phone: +91-44 4350 8999 / 8942 / 7181 / 
99419 11403 / 99419 11404 
email: gc@hallmarkinfrastructure.co.in 
www.hallmarkinfrastructure.co.in 
SMS 'HALLMARK' to 6677 
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What's so special about banks? 


In the recent past, many have pilloried banks—institutions that accept de- 
posits payable on demand affording a sense of comfort of ‘capital-certainty’ to the 
depositors and originate loans—questioning what is so special about banks 
when non-banking financial institutions are today doing everything that a bank 
does, and at times even more, that too, better than them. 

But Lord Eddie George, the former Governor of Bank of England, has ex- 
pounded them differently: banks somehow continue to be somewhat ‘special’, for 
they are the repositories of national economy, backbone of the nation's payment 
system, and are the main conduits for the national monetary policies. 

In effect, banks are perceived as providers of ‘socially valuable services’ that 
markets cannot supply. It is, of course, a different matter that in the process 
banks are inherently prone to a mismatch in their assets and liabilities. It is this 
embedded ‘liquidity risk’ that often makes them vulnerable to ‘systemic risk. 
With the kind ofinnovations in financial technology that we are witnessing today, 
the liberalization of global financial markets and the unprecedented growth in 
cross-border flow of capital, the size and complexity of banks’ balance sheets have 
grown to mind-boggling proportion that has only further accentuated their vulner- 
ability to ‘systemic risk’. 

Market-based capital-allocation, as sought by the post-Keynesian econo- 
mists, might have resulted in efficiency-gains—both to issuers and investors— 
here and there, but such increased flow of capital across countries has only placed 
heavy pressure on regulators to maintain ‘responsibility among the market play- 
ers, which, of course, is often found wanting as exemplified by the 1997 Asian 
crisis and the recent grotesque misallocation of capital by the US subprime 
mortgage lenders that rocked the global financial markets—the after-shock of 
which is still felt everywhere. 

This only highlights how essential it is to have an effective ex-ante monitoring 
of banks. For, any lax in maintaining the faith of depositors is prone to result in 
a тип оп banks. A quarter century back Bernanke said: “In a run, fear that a bank 
may fail induces depositors to withdraw their money, which in turn forces liquida- 
tion of the bank’s assets. The need to liquidate hastily, or to dump assets on the 
market when other banks are also liquidating, may generate losses that actually 
do cause the bank to fail.” It’s a self-fulfilling panic, against which, virtually every 
industrialized country has, of course, built a ‘safety net’ in the form of Central 
Banks to exercise policy control, and also act as the lender-of-last-resort. 

Manuel Guitian proposed a three pillar approach to banking soundness: one, 
‘official oversight’; two, ‘internal governance’; and three, ‘market discipline’. But 
when it comes to banks, ‘internal governance’ assumes greater significance for, 
parties having interest in banks are many—shareholders, depositors and regula- 
tors; banks operate with high leverage—creates liquidity for the economy by 
issuing liquid liabilities and holding illiquid assets; and are quite opaque— 
difficult for outsiders to monitor that enhances insider’s ability to shift their 
activities quickly and massively for own gain. That aside, they are also expected 
to monitor the ‘corporate governance’ in businesses financed by them to ensure 
that they remain ‘fiduciary’. 

And to ensure ‘internal governance’ among the banks, the ‘official oversight’ of 
the Central Bank must be dynamically fine-tuned and executed with prompti- 
tude. This is all the more essential, for, ‘market discipline’ in case of banks is 
quite often than not found elusive—as the market players are carried away by 
‘prisoner’s dilemma’—in delivering the best outcome. 

Aren't banks then, somewhat ‘special’? 


GRK Murty 
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Аз the bottom lines of domestic banks come under increasing pressure and the 

cptions for organic growth exhaust themselves, Indian banks will need to ex- 

plore ways for inorganic expansion. This, in turn, is likely to unleash the forces 
cf consolidation in Indian banking. 

-CRangarajan 

Chcirman of Economic Advisory Council to the Prime Minister 


The banking industry is mature encugh to confront yet another hike in CRR 

rztes should the RBI take such a step. In lieu of lower inflation rates, another 

Like in CRR is not likely. However, the banking industry in India is mature 
enough to face any such measures. 

-Sundara Rajan 

CMD, Indian Bank 


More than the return profile, it is the understanding of investors that make 

equities different from other assets. Asset classes like currency and commodi- 

ties are complex for retail investors to understand and trade; there is no guar- 

entee that investors will make money in these asset classes. Moreover, there 
is less retail play in these asset classes. 

— Nipun Mehta 

CEO, Unitis Tower Wealth Advisors 


We are looking :o the Raghuram Rajan Committee for a broad-based view of 
the financial sector by scanning the whole structure to lay out an agenda. 


—Montek Singh Ahluwalia 
Deputy Chairman, Planning Commission 


With international banks bolstering their presence in emerging market econo- 
mies, and with a low interest rate environment driving growth in alternative 
assets including hedge funds and private equity, the need for more stringent 
Anti-Money Laundering (AML) processes has only grown. 


—Deepankar Sanwalka 
Head (Forensic services), KPMG India 


Asian economies have moved from floating US dollar-linked rate to domestic- 
fixed rate. Therefore, a rise in Libor will have less impact on emerging markets. 
— Malcolm Knight 

Chairman, BIS 


Subprime concerns will affect us, but I am sure India will remain the least 

affected among all the major Asian markets. None of the Indian banks have an 

exposure in the subprime market. But yes, if reports of more hedge funds going 

bust keep coming in, then selling would set in, especially in large-cap counters 
as funds will try to sell most liquid holdings first. 

—Ved Prakash Chaturvedi 

MD, Tata MF 
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Of Performance, 
Progress and Challenges 


With buoyancy їп the overall 
economy, led by robust 
corporate performances, the 
banking sector reported 
sterling performances. A host 
of positives characterized the 
banking sector in the country 
during the fiscal 2006-07. 
Against this backdrop, The 
Analyst's special issue on 
"Indian Banking 2006-07” 
offers a powerful perspective 
on various aspects of banks’ 
performances and more. 


36 Performance Snapshot 2006-07 
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Corporate Banking 


We have partnered numerous corporates 
by providing cross-border acquisition financing. 


Business Banking | Savings and Deposits | Rural Banking | Credit Cards 





Booming Banking 


With rising economic activi- 
ties and an upwardly mobile 
ycung population base, 
India’s banking sector is on 
the growth path. However, 
according to Standard & 
Poor's latest report on the 
sector, certain weaknesses 
in the system need to be ad- 
dressed to. The growth will 
be fueled by a steady inflow 
of investments from domes- 
tic and foreign corporates 
ard increasing consumer ex- 
penditure. The report. stated 
that the credit portfolio in 
the banking sector for fiscal 
2005-2007 expanded by 
about 30% per year, driven 
significantly by consumer 
and corporate credit. Con- 
sumer credit represents 
more than one-fourth of the 
system's credit portfolio. 

On the financial front, 
the report said, the gross 


From a humble beginning in 
1908 to its present status 


as India’s international 
bank, Bank of Baroda’s 
journey has been a saga of 
vision, enterprise, financial 
prudence and corporate gov- 
ernance. A story of ordinary 
bankers and their extraor- 
dinary contribution to make 
the bank what it is today. 
Towards implementation 
of ‘Multi-specialist Bank- 
mg’, the bank has tied-up 
with various business asso- 
ciates—all aimed at en- 
hancing customer conve- 
nience by offering a com- 
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non-performing assets have 
declined largely due to im- 
proved recovery and write- 
offs in the past 3-4 years. 
Despite all the positive at- 
tributes, the Indian banking 
system remains fragmented 
with 53 domestic banks ac- 
counting for about 93% as- 
sets. Аз on March 31, 2006, 
the top 10 banks accounted 
for 66% of the assets, the re- 
maining being shared 
among 43 banks. The report 
warned that the financial 
profile will start weakening 
once the niche banks start 
permeating the strongholds 
of regional banks. Advocat- 
ing more consolidation in the 
sector, the report said that 
about three-fourths of the 
banking system's assets are 
in the hands of 29 public sec- 
tor banks and a meaningful 
consolidation is not possible 
until this segment is in- 
cludec in the process. 


A Saga of 100 Years 


plete suite of financial ser- 
vices under one roof. 

As part of the bank's ef- 
forts to customize delivery 
channels specific to different 
customer segments, the 
bank has set up an innova- 
tive branch branded Сеп- 
Next dedicated to the youth, 
particularly young IT profes- 
sionals with a unique fusion 
of Hi-tech and Hi-touch bank- 
ing at Pune, India. To face the 
fierce competition unleashed 
by new players in a market- 
driven environment, the 
bank had to redraw its stra- 
tegic plan for the future. Un- 
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Easy Liquidity 
Fails to Bring 
Down Bank 
Lending Rates 





Despite a visible retardation 
in credit demand and an easy 
liquidity condition in the sys- 
tem, banks are resisting the 
lowering of lending rates. 
Many corporates have kept 
their borrowing plans on hold 
with expectations that inter- 
est rates may fall if there is a 
dip in credit demand. 
Corporates were positive be- 
cause the Reserve Bank of In- 





der Vision-2010, the bank 
aspires to emerge as a 
leader in the public sector 
banking space in India, de- 
ploying the most modern 
technology and pursuing glo- 
bal best practices to provide 
a world-class banking expe- 
rience and best value to the 
customer. 








dia (RBI) had set a lower 
credit target of 25% for banks 
as against the 30% growth 
seen in the past three years. 
Banks are also worried that 
despite funds being available 
in plenty, liquidity may van- 
ish overnight if Foreign Insti- 
tutional Investors (FIIs) lose 
interest in the Indian market. 

According to the latest 
available data, loans by 
banks rose 23% on a year-on- 
year basis, while there has 
been excess liquidity to the 
tune of Rs. 25,000 cr (the 
money parked by banks with 
RBI in the last two days). But 
the average lending rates are 
still in the 11-159» band with 
very few corporates managing 
to raise funds at 9%. However, 
bankers said inability to raise 
funds below 9% per annum is 
the biggest constraint to low- 
ering lending rates. 

A senior south-based 
banker said that the easy li- 
quidity in the system will dis- 
appear if FIIs pull out of the 
Indian stock market. It has 
been observed that RBI had 
been purchasing dollars from 
the currency market to rein in 
the value of the rupee. In re- 
turn, RBI was infusing rupee 
into the system. He further 
said "If FIIs lose interest in 
the Indian stock market, the 
rupee liquidity too may dry up 
forcing banks to charge higher 
rates on loans." However, 
some AAA corporates like 
IRFC have managed to get 
their way. IRFC raised 
Rs. 300 cr for a five-year tenor 
at 9% fixed rate, while one of 
the large Mumbai-based 
banks agreed to charge only 
7.75% from Power Finance 
Corporation for six months.a 
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National Mineral Development Corporation Ltd., 
Shares have been admitted for Dematerialization on 


Central Depository | National Securities 
Services (INDIA) Limited (CDSL) Depository Limited (NSDL) 


ISIN No.INE584A01015 | 


For Particulars of Depository Participants (DPs) visit the respective websites : 
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www.cdslindia.com www.nsdl.co.in 
E-mail ID : ramk@cdslindia.com Email ID : info@nsdl.co.in 


OR sachinm@cdslindia.com 


Particulars of Share Transfer Agent (STA) of NMDC 
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1-2-285, Domalguda Contact Nos. 040 -27638111 / 27634445 
HYDERABAD - 500 029 Fax: 040 - 27632184 


website : www.aarthiconsultants.com 
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For further enquiry you may contact: Shri Kumar Raghavan, Company Secretary or 
Shri P.H. Prasad, Asst. Secretary. 
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Citi Revamps Retail Business 


Citi is changing its 
model in retail business 
in India. As the retail 
business battles with 
rising costs and increas- 
ing delinquencies, the 
bank plans to inerease 
business. volumes with- 
out increasing costs by 
using technology and 
cutting down process. At 
a time, when several 
banks are lowering 
growth targets for retail, 
Citi sees 30% growth 
this year. 

Citi India CEO, 
Sanjay Nayar said, “The 
overall cost of doing 
business 1$ rising. 
People costs, premises 
costs and cost of credit 
have all gone up. The en- 





German Banking 
sector: Time to 
Restructure 


Germany’s banking industry 
has been hit hardest in Eu- 
rope due to the recent credit 
market turmoil. Two banks, 
namely Sachsen LB and IKB 
collapsed, which campelled 
politicians to engineer their 
bail outs. The fact that these 
banks were exposed to the 
subprime market dispropor- 
tionate to their size could be 
one of the reasons for their 
collapse. Analysts also 
opine that Germany’s is the 
most fragmented banking 
sector in Europe. These fac- 
tors have called for the con- 
solidation of banking sector 
in Germany. 
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tire industry is facing 
this pressure. We have 
reshaped our collections 
and originations. We are 
redesigning our 
salesforce to enhance ef- 


ДРЕ 


ficiency and cross-sell 
products in a more effec- 
tive manner." 

He further added 
that the consumer busi- 
ness would see a 30% 
growth this year against 





Germany's Finance Min- 
ister, Peer Steinbrück, has 
intensified political pres- 
sure on regional govern- 
ments to rev up the consoli- 
dation process of the 
country's  public-sector 
banks and warned them not 
to further delay the inevi- 
table change. Indeed, the 
federal government has long 
been urging for faster con- 
solidation of the sector. 
However, successive finance 
ministers have seen it as a 
potential risk to the 
economy as small and mid- 
sized companies, which form 
its major backbone, are still 
dependent on loans for fund- 
ing. Against this backdrop, 
tne credit crunch has come 
as a wake-up call for the Ger- 
man banking sector as it un- 


an industry average of 
16-17%. The retail seg- 
ment grew at 21-22% 
last year, lower than the 
average growth of 
around 30% in recent 
years, as higher cost of 
funds affected margins. 
Citi India Country 
Business Manager, glo- 
bal consumer group, PS 
Jayakumar said, “We 
are focusing on cross- 
sell, lowering customer 
attrition and reducing 
cost of acquiring new 
customers to make us 
more competitive.” The 
company that was a 
market leader a couple 
of years ago has now 
been overtaken by ICICI, 
SBI and HDFC Bank. 


derlines the pressing need 
for the restructuring of the 
industry. Josef Ackermann, 
Chief Executive, Deutsche 
Bank, has urged public- and 
private sector banks of Ger- 
many to join forces: "We do 
not have to talk about merg- 
ers right away, but we could 
find other ways of bundling 
our efforts." 


Worst Lending Crisis 


The banks of Britain in- 
creased the cost of lending to 
the highest rate in nearly 
nine years, as concerns 
about bad loans in the US 
sent lenders running for cash 
to shore up their balance 
sheets. The banks signaled 
that they were reluctant to 
lend money to rivals except 





at premium rates, while the 
extent of the loans debacle in 
the US still remains un- 
known. 

According to the sources, 
the amount of mortgage debt 
from the US housing market 
that has been repackaged 
and sold on is anywhere be- 
tween £50 bn and £250 bn. 
The debt is sitting on the 
balance sheets of banks in 
the US, Europe and Asia. 
Demand among commercial 
borrowers has remained 
strong despite the increas- 
ingly tight credit market, 
with the result that rates 
have increased. Housing 
economists believe that UK 
mortgage rates will begin to 
rise if the situation per- 
sists, as banks pass on the 
extra costs of lending to con- 
sumers. 

Investment banks, which 
have the largest exposure to 
debts from subprime Ameri- 
can loans, have pleaded with 
the central bankers to lower 
the rates they will lend at to 
increase liquidity. So far, the 
Federal Reserve in the US 
has answered the call and 
the European Central Bank 
has dramatically increased 
its lending facility. The 
Bank of England has come 
under intense pressure to 
join in the rescue operation 
but has refused to cut rates 
and has repeated recently 
that it has no intention of al- 
tering its stance. Pressure 
on the bank is likely to con- 
tinue as the drip-feed of 
losses from subprime lend- 
ing filter through the finan- 
cial system.s 
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Integrating the Credit Markets 


Challenges Ahead 
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Globalizing the financial sector without domestic integration of the credit 
markets may lead to a situation of cherry picking by the global players 
and/or linkages created only at the ‘creamy layer’ level without adequate 
strengthening of the base of the system. 


– В Vaidyanathan 


Professor of Finance & Control, Indian Institute of Management, Bangalore 





neurs are provided credit by a 

plethora of sources, which includes 
Foreign Banks (FBs), Public Sector 
Banks (PSBs), Old Private Sector Banks, 
New Private Sector Banks, Cooperative 
Banks, Non-Banking Financial Compa- 
nies (NBFCs), Un-Incorporated Bodies 
(UIBs), relatives/friends, etc. 

The form and size of the organiza- 
tion decides the source. If it is a propri- 
etorship or partnership it uses non- 
banking channels compared to a large 
public limited listed company which 
uses PSBs and, or FBs. The size also 
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mostly decides the rate of interest. А 
flower vendor gets funds at much higher 
rates compared to the listed companies. 
Not only that, there are problems asso- 
ciated with access to funds. 

Nagamma has been a flower vendor 
for more than 20 years in a suburb of 
Bangalore. Several times, she joined in- 
formal chits to save some money and 
generate loans during need. Many 
times, the persons who ran the chit just 
disappeared. She was advised by a 
well-wisher to open an account with a 
commercial bank for saving her hard- 
earned money and perhaps get a loan 


later. The branch manager who was a 
pleasant lady knew the flower vendor 
for many years. But the Core Banking 
Solutions (CBS) with its Central 
Server located at Davos or Basle will 
just not recognize Nagamma and her 
ilk even though the manager knows her. 
It was pointed out that the system de- 
cides about accepting new customers 
under the ‘Know Your Customer (КҮС) 
model. If the manager knows the cus- 
tomer then it is not enough; the system 
should recognize her using Multi-Fac- 
tor Discriminant Model of Non-linear 
Credit Rating. Nagamma was asked 
photos, proof of address, pan number, 
proof of date of birth, and references 
and was also given exotic choices such 
as using debit card and Net-based 
banking. It is sad that banks have 
moved away from the community- 
based recognition of new customers and 
particularly small entrepreneurial 
classes. Of course, some one suggested 
about no-frill banking for which forms 
are getting organized to generate more 
thrills. 

The phenomenal growth rate wit- 
nessed in the last few decades has been 
facilitated by the significant increase in 
our savings rate, and a large portion of 
our savings rate is from the household 
sector. We have provided in Table 1 the 
share of savings by households (which 
includes proprietorship and partner- 
ship firms) and, government and pri- 
vate corporate sectors. We find that 
more than 80% of our savings come 
from household sector and if we look at 
the composition of financial savings by 
households, at least one-third is held in 
the form of deposits in banks. 

We observe that the share of house- 
hold sector in outstanding bank credit 
has come down to 47 from 58% between 
1990 and 2004, during which the house- 
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Table 1: Savings Rate and Contributions by Different Sectors 






(in 96) 


Items/Year 1970-71 1980-81 1990-91 2000-01 2005-06 
GDS (as of % of GDP) 14.6 18.9 23.1 23.7 32.4 
Government 2.9 3.4 1.1 (1.7) 2.0 
Private Corporate 1.5 1.6 2.7 4.3 8.1 
Household 10.1 13.8 19.3 21.6 22.0 


Note: GDS — Gross Domestic Savings; GDP — Gross Domestic Product, GDP is at current market prices. 
Sources: National Accounts Statistics, 2007; Economic Survey 2006-07 


hold sector in trade, transport, con- 
struction, restaurants, and other busi- 
ness services has been growing at more 
than 896 CAGR. Here, households in- 
clude agricultural households and to 
that extent the fall is very significant. 
Hence, the growth rate of the 1990s 
economy is not related to the credit 
mechanisms of the banking sector. 

It is not only lazy banking but also 
banking with significant structural dis- 
tortions. The share of private corporate 
sector in national income is around 12 
to 15% but it takes away nearly 40% of 
the credit provided by the banking sec- 
tor. The fastest growing non-corporate 
sector gets lesser share of bank credit, 
which reveals that the Non-Banking Fi- 
nancial Companies (NBFCs) is playing 
increasingly important role in the credit 
delivery mechanisms of the growth of 
the economy. 

The Reserve Bank of India (RBI) has 
regrouped the asset financing NBFCs 
engaged in financing real and physical 
assets supporting economic activity 
such as automobiles, general purpose 
industrial machinery as Asset Financ- 
ing Companies (AFCs). The remaining 
companies would continue to be classi- 
fied as loan and investment companies. 
In the proposed structure, the following 
categories will emerge namely asset fi- 
nancing company, investment company 
and loan company. 

This brings out the need to have a 
comprehensive approach towards the 
non-bank sector instead of looking at is- 
sues in a piecemeal fashion. The non- 
bank sector consists of an assorted 
group of entities regulated by different 
agents with the stress more on regula- 
tion rather than on development of an 
integrated financial market. 
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We quote, "Though heterogeneous, 
NBFCs could be broadly classified into 
four categories, viz., equipment leasing, 
hire purchase, loan companies and in- 
vestment companies, a separate cat- 
egory of NBFCs called the Residuary 
Non-Banking Companies (RNBCs) 
also exists as they could not be catego- 
rized into any one of the four categories. 
Besides, there are miscellaneous non- 
banking companies (Chit Fund), mu- 
tual benefit financial companies 
(Nidhis and unnotified Nidhis), and 
housing finance companies. It is note- 
worthy that Nidhi companies are not 
regulated by the RBI as they come un- 
der the regulatory purview of the Minis- 
try of Company Affairs, while the chit 
companies—although governed by the 
Miscellaneous Non-Banking Compa- 
nies’ (MNBCs) Directions, 1977, issued 
by the Reserve Bank with regard to ac- 
ceptance of deposits— are regulated by 
the Registrar of Chits of the respective 
states. Furthermore, MNBCs, not ac- 
cepting public deposits have been ex- 
empted from submitting returns to the 
RBI since December 27, 2005. This indi- 
cates that heterogeneous categories of 
entities are put together and regulated 
by different agencies which have impli- 
cation for the unification of the market 
structure. 





Table 2: Profile of Non-Banking Financial Companies — 2006 


We also have the unincorporated 
bodies which are moneylenders and are 
regulated by respective state govern- 
ments including the rates and other cov- 
enants. The chits are also under the 
Registrar of Chits of the state govern- 
ments and Nidhis are under the Depart- 
ment of Company Affairs. 

There have been many committees 
and groups formed over a period of time 
to develop the non-bank sector so that 
an integrated credit market emerges. 
But, unfortunately, the focus seems to 
be on regulation rather than develop- 
ment. Particularly, after the bad experi- 
ence with some of the NBFCs in the late 
1990s the focus has significantly 
shifted to the liability side of the enti- 
ties rather than to the asset side. 

The fact that the non-bank sector 
plays a very important and crucial role 
in financing activities which are the en- 
gines of our economic growth, such as 
non-railway transport (trucking), hotels 
and restaurants, wholesale trade and 
retail trade and other services are not to 
be ignored or glossed over. They play a 
vital role in our economy from the 
smallest moneylender to large corpo- 
rate entities, and there is a need to rec- 
ognize and focus on the development of 
this sector and in the process 
strengthen the credit availability for 
the non-corporate sector. 

We have provided in Table 2 the pro- 
file of the NBFCs as given by the RBI 
and we find that they have total assets 
of nearly Rs. 60,000 cr in 2006. This is 
without considering the unincorporated 
bodies which are very large number and 
also play a very major role in the credit 
markets. 

Other than these NBFCs on which 
data is provided by the RBI, there is a 
huge informal sector 
of moneylenders, etc., 


Item NBFCs ofwhich RNBCs "°° which provides a sub- 
Number of reported companies 466 3 stantial portion of 
Total Assets 57,453 21,891 (38.1) credit requirements of 
Public Deposits 22842 20,175 (88.3) the Indian economy. 
Net Owned Funds 6663 1,183 (17.8) Шана омро 


Моје: 1. includes miscellaneous non-banking companies, and unregistered and unnotified Nidhis. 
2. Figures in brackets indicate percentages to respective total of NBFCs. 


Source: Trend and Progress of Banking in India; рр 162; RBI, November 14, 2006 


Table 3 the share of 
non-institutional sec- 
tor in the credit needs 
of the economy. 
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From Table 3, we find that 43% of 
debt of rural households is from топеу- 
lenders and 25% in the case of urban 
households during 2002. 

Hence, we need to recognize the im- 
portance of the entire spectrum of non- 
bank sector rather than in a segmented 
fashion. 


Asset-based lending vs. income- 
based lending 

It is to be noted that the market knowl- 
edge and information regarding these 
activities are not fully available with 
commercial banker on an updated ba- 
sis. The typical benk manager of public 
sector bank has a 2-3 year tenure in a 
particular branch and is also shifted 
across activities such as foreign ex- 
change, administration, agricultural fi- 
nance, personal banking, training, in- 
dustrial lending, etc. By and large the 
public sector banks have been geared to 
‘asset-based lending’ rather than lend- 
ing based on the forecast cash flows. 
This is all the more true of such activi- 
ties as trade, transport, hotels and res- 
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taurants and construction, where there 
are significant fluctuations in the cash 
flows on daily basis. In other words, risk 
assessment capabilities are not ad- 
equate in the context of these activities. 
Also, funds need to be available to these 
players without much paperwork and 
based on personal assessment. These 
activities are mostly financed by the 
NBFCs consisting of companies in chits 
and similar activities and UIBs. 
Unfortunately, there is no direct es- 
timate available about the credit pro- 
vided by the non-corporate bodies for 
trade and commerce in the economy. 
Elsewhere, we have estimated that in 
trade alone the role of non-bank institu- 
tions in credit provided might be to the 
order of 60%. Hence, a significant role is 
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There is a need to integrate domestic financial 
markets through a system of making UIBs in the 
credit market as channel partners to large banks. 


played by the non-corporate financing 
bodies in our economy and the rates are 
much higher than that charged by the 
commercial banking system due to ease 
of transaction and trust-based lending. 
The result is segmented distribution 
system and prohibitive financing cost 
at the retail level. 


Concentric circle of banking 
institutions 

There is a need to integrate domestic 
financial markets through a system of 
making UIBs in the credit market as 
channel partners to large banks. The 
reforms have focused only on the liabil- 
ity side of NBFCs and failures therein, 
but the asset side is equally important 
in terms of credit delivery to large seg- 
ments of our economy. 

The significant role played by the 
non-bank institutions in the credit de- 
livery mechanism has not been appre- 
ciated nor fully understood by the 
policy planners. The focus is more on 
failure of some institutions. There 
have been failures in the non-bank sec- 


| 


tor in terms of institutions in both сог- 
porate and other forms of business. 
There are two types of failures. One 
belongs to the class of malfeasance on 
the part of promoters in terms of run- 
ning these institutions, which has re- 
sulted in loss to the depositors. This is 
related to the operational and supervi- 
sory mechanism. The other type of fail- 
ure is related to the riskiness of the un- 
derlying assets invested in by these en- 
tities, and that is part of the business 
risk phenomena. There is a need to un- 
derstand the return risk paradigm of 
any financial operation and these enti- 
ties are into cash flow based lending as 
in activities such as trade, hotels and 
construction. They do not have the ben- 
efit of the sovereign guarantee pro- 


Table 3: Percentage Share of Non-Institu- 


tional Category in Outstanding Debt of 





Households 

Occupational 1981 1991 2002 
Category 

Rural 

Cultivator 37 347 39 
Non-Cultivator 63 sb 54 
All (Rural) 39 36 43 
Urban 

Self-employed 42 3T. 33 
Others 38 26. 20 
All Urban 40 Zo.” P9 


Source: NSS Ministry of Statistics and Programme 
Implementation, Gol, New Delhi; December 2005 


vided to public sector banks nor have 
they any insurance facility as given to 
bank deposits. They also do not have 
the ‘comfort letters’ provided to the 
MNC bankers in India by their parents 
abroad. 

In such a situation, some failures 
are to be expected when we are dealing 
with lakhs of institutions. In the case of 
failure of commercial banks particu- 
larly public sector banks, it is explained 
as ‘systemic’ failure and government 
pumps in substantially more funds for 
recapitalizing these institutions. The 
chances of failure of completely private 
institutions with significant risk-tak- 
ing activities are expected to be larger 
compared to government-owned, con- 
trolled and monitored institutions. Pro- 
tecting the depositor interest should go 
hand in hand with enhancing the credit 
delivery mechanism to the largest sec- 
tions of our economy, which are not 
bank-dependent for their activities. 

In a sense, the non-banking finance 
companies, both corporate as well as 
non-corporate, are the best route to fi- 
nance these activities of the non-corpo- 
rate sector particularly for future ‘in- 
come-based' lending. This is due to the 
fact that in their area they are market- 
savvy and have the ability to rate the 
partnership/proprietorship groups, 
monitor them and recover the money 
lent to them. 

It would seem appropriate to cite 
here the analogy of a large manufactur- 
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ing company utilizing the resources 
and contacts of local merchants to act 
as their stockists and distributors to 
retail their products in the market. Al- 
ready we find that in truck financing 
the MNC banks are utilizing the 
NBFCs as channel partners. Hence, 
the public sector banks could finance 
zhe non-bank financial institutions on 
a wholesale basis and they in turn 
could fund the requirements of the non- 
corporate sectors in a chain of retailing 
credit and recovery functions. If the 
banks finance the NBFCs after rating 
them even at 4-5% above Prime Lend- 
ing Rate (PLR) then these institutions 
couid fund the non-corporate sector at 
perhaps 8-10% over and above the 
PLR. This would still be lower than the 
open market rates of two-and-a-half to 
three times the PLR at which this sec- 
tor, in many of these activities, is get- 
t:ng financed. 


The architecture of the Indian Financial System 
should be recast to ensure the growth of the 
economy along with adequate availability of 
credit to the fastest growing sectors. 


The financing to the non-bank orga- 
nizations (both corporate and unincor- 
porated) by the commercial banks 
should be treated on a par with priority 
sector lending as long as the end-use is 
to these sectors. This implies that the 
commercial banks gear themselves in 
rating the non-bank organizations 
rather than thousands of unincorpo- 
rated entities in trade, transport, con- 
struction, and hotels and restaurants. 

In the case of non-corporate entities 
in the market, the commercial banker 
can be given the pcwers to license them 
anc provide credit to reach the larger 
market. It can also be specified that only 
licensed поп-согрогате bodies will be 
permitted to operate in the credit mar- 
ket in terms cf collecting deposits and 
alsc availing of loans from the banking 
institutions. This would provide oppor- 
tunities to banks to enlarge their scope 
of operations and also provide the UIBs 
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to carry on their business with loans 
from the banking system. It will also in- 
troduce orderliness in terms of banks 
rating these entities for licensing them 
and reviewing it annually. The deposi- 
tors are also protected to some extent in 
the context of assessment by the com- 
mercial banks for licensing them. 

This concentric circle of banking will 
bring to an end the current inverse rela- 
tionship between size of borrowings and 
the cost of borrowings without much ap- 
plication of credit rating of the bor- 
rower. It would also facilitate the cre- 
ation of proper database in these activi- 
ties for credit rating of these entities. 


Need for integration 

There are efforts by government, both at 
central and state levels, to allow global 
companies into activities such as retail 
trade, transportation, construction and 
restaurants. If the competition from the 


| 


international giants have to be effec- 
tively met by our local institutions then 
cost-effective and efficient credit delivery 
mechanism is important for the current 
players. The trend in commercial banks 
today is to merge existing branches 
rather than create new ones, particularly 
in the context of the voluntary retire- 
ment schemes introduced. In such a situ- 
ation, it may not be possible for the com- 
mercial banks to enlarge the network 
necessary to cover a larger portion of the 
non-corporate sector in future. That 
would leave an un-serviced gap. 
Recognizing the important role of 
NBFCs (both corporate and unincorpo- 
rated), the credit markets of our 
economy can collect data to estimate 
their share to enhance the credit deliv- 
ery to millions of service entities, and 
the commercial banks can lend to these 
non-banking institutions that in turn 
can provide it to the business entities. 


Globalizing our financial sector 
without domestic integration of the 
credit markets may lead to a situation 
of cherry picking by the global players 
and/or linkages created only at the 
‘creamy layer’ level without adequate 
strengthening of the base of the sys- 
tem. The paradigm of taking the UIBs 
as channel partners by the commercial 
banks on a large scale would facilitate 
the players in these fastest growing ac- 
tivities to compete effectively with glo- 
bal players in the emerging scenario. 

The focus should be on development 
and not just on regulations. It is high 
time the government and RBI thought of 
constituting a Non-Bank Developmen- 
tal and Regulatory Agency (NBDRA). Of 
course, we feel regulation should come 
later than development. The said au- 
thority should also have it under its 
ambit the unincorporated bodies cur- 
rently regulated by state governments. 
The said authority can be under the min- 
istry or under the RBI till we are on the 
learning curve. 

The said authority should facilitate: 

> Enhancing the credit delivery mecha- 
nisms of the ‘unorganized’ sectors; 

> Introduction of rating processes at 
retail level; 

> Creating level playing field when glo- 
bal players enter retail; 

> Reversing the inverse relationship 
between the size of borrowing and 
the cost of borrowing; 

> Strengthening the professionalism 
of the non-bank sector through edu- 
cation and training; and 

» Integrating the financial markets. 

It is required for us to recast the fi- 
nancial architecture of the Indian Fi- 
nancial System if it has to ensure the 
growth of the economy along with ad- 
equate availability of credit to the fast- 
est growing sectors of the economy. The 
aggregate monetary policy of the Cen- 
tral Banker can be achieved if and only 
if the role of non-banking financial in- 
stitutions, including the UIBs, is recog- 
nized encouraged and integrated into 
our financial system, and for that we 
need the said authority.s 
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Centurion Bank of Punjab is a leading new generation private sector Bank. The Bank serves individual 
consumers, small and middle market businesses and large corporations, with a full range of products 
and services for investing, leading and advice on financial planning. It holds a leadership position in the 
two wheeler loan and commercial vehicle loan segments and offers a wide range of world-class banking 
products and services. 


Centurion Bank of Punjab has a nationwide presence comprising of 393 branches and 452 ATMs across 
180 locations. It also offers comprehensive Wealth Management Solutions designed and personalised to 
meet customer aspirations. 


With strengths in the Retail, SME and Agriculture businesses, the Bank is well poised to grow from 
strength to strength in the Indian market. 


The customer has the option to interact with the Bank at branches, through the ATM network and 
through internet / mobile banking. 


Savings Accounts | Current Accounts | Fixed Deposits | Life & General 
Insurance | Mutual Funds Personal Loans Home Loans Portfolio 
Management Services Two Wheeler Loans Visa Money Transfer SMS 
Alerts Cheque Drop Boxes! Educational Loans Foreign Exchange Services 
Agricultural Loans | Commercial Vehicle / Construction Equipment Loans India's GrowingBank* 


а Centurion 


Bank of Punjab 





www.centu rionbop.co.in "As per Business Today's India's Best Banks Survey 2007(Conducted by KPMG) 
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Wealth Management in India 


Opportunities Galore 
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The rising incomes and the unlocking of wealth from closely held 
businesses have created a whole new generation of individuals that 
constitutes a credible market opportunity for asset managers, private 
bankers, financial advisors and others. 


— Vivek Kanwar 
General Manager, ICICI Bank, Mumbai 





he wealthy Indian has just re- 

cently woken up to the concept of 

private banking. Until recently, 
wealth management for High Net 
Worth Individuals (HNWIs) was an al- 
most unheard-of concept in India. A 
leading | wealth management 
consultancy has found that the industry 
is now growing at nearly 15% in terms of 
Assets Under Management (AUM! fig- 
ures. Indian HNWIs are beginning to 
explore investment opportunities be- 
yond the traditional capital markets, 
migrating to newer asset classes such 
as art, real estate and overseas invest- 
ment opportunities. The rising incomes 
and the unlocking of wealth from closely 
held businesses have created a whole 
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new generation of individuals that con- 
stitutes a credible market opportunity 
for asset managers, private bankers, fi- 
nancial advisors and others. All in all, 
the reasons for this sudden spurt in 
wealth management business could be 
more than one. 


Strong economy 

The Indian economy has seen strong 
growth over the last 10 years with the 
lowest recorded real СОР in 2002 at 3.9%. 
On an average, over the last decade, the 
economy has grown at a rate of 6.4% 
driven by its continued development of 
the service industry within its economy 
and strong growth in the technology sec- 
tor. There is no doubt the Indian economy 


is growing strongly, but it is also well- 
developed in comparison to many of its 
Asian neighbors. In comparison to 
China, with its economy still heavily re- 
liant on labor-intensive manufacturing, 
India is better developed. 


Rapidly growing HNWIs 

In 2006, accelerated growth was wit- 
nessed in terms of both GDP and mar- 
ket capitalization, the two key drivers 
of wealth creation. This growth led to 
an increase in the number of HNWIs 
around the world and an increase in 
the value of their assets. Globally, the 
HNWI population grew by 8.3% in 2006 
to a total of 9.5 million individuals. To- 
tal HNWI wealth in 2006 grew by 
11.4% over the previous year, to US$ 
37.2 tn in financial assets, a significant 
gain over the 8.596 scored in 2005 and 
7.8% growth in 2004. Total wealth accu- 
mulation of the ultra-HNWI group also 
grew last year by an impressive 16.8%, 
to US$13.1 tn, which is another sign 
that global wealth is rapidly consoli- 
dating among this ultra wealthy 
segment. The number of individuals 
with more than US$100,000 in liquid 
assets has grown at a rate of 17.7% av- 
eraged annually over the 2001-2005 pe- 
riod as per the Global Wealth Model. In 
2001, there were just 416,000 individu- 
als with more than US$100,000 in liq- 
uid assets and 11,000 with more than 
US$1 mn. 

The BRIC nations (Brazil, Russia, 
India and China) are playing increas- 
ingly important roles in the global 
economy which resulted in huge increase 
in the numbers of the HNWI popula- 
tions. India and China, of these four 
countries, made their way on to the list of 
the 10 fastest-growing HNWI popula- 
tion in 2006. China's HNWI population, 
for example, grew by 7.8% in 2006, while 
India's expanded by 20.5%. 
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a strategy for philanthropy, and advise 
them on estate planning. In one subset 


posit products as custom- 
ers’ returns have steadily 


No. of HNWI 
(> US$ 0.1 mn) 


state Population Value of Liquid 


Assets 


(Мп) (est) 





Maharashtra 105 156.000 US$45 bn dropped. This obviously of the private banking sector known as 

i presents an opportunity Family Offices, the bankers also per- 
ра i 71909 US$26 bn for potential wealth man- form tasks that range from screening 
Karnataka 62 45,000 US$13 bn agers. solicitations for charitable contribu- 
Tamil Nadu 93 44,000 US$13 bn Not only is the invest- ^ tions to making sure the clients’ bills 
Source: РВ! ment environment devel- аге paid on time. As the array of poten- 


According to Merrill Lynch and 
Capgemini's World Wealth Report, 
more millionaires joined HNWI group 
and also forecasted that global HNWI 
financial wealth will grow to US$51.6 
tn by 2011, at an annual rate of 6.8%. 
Thus, the wealth management and pri- 
vate banking industry must offer their 
wealthy clients innovative and compre- 
hensive strategies to effectively orga- 
nize their investments. 


Burgeoning liquid assets 

The Reserve Bank of India (RBI) has 
provided details on the value of savings 
deposits held by residents in each of the 
states. This data reveals that there are 
four states which stand out. These 
states are Maharashtra, Delhi, 
Karnataka and Tamil Nadu. Alongside, 
the growth in the value of total liquid 
wealth, total affluent wealth has grown 
considerably in the four states and there 
has been a sharp increase in both the 
number of affluent individuals and their 
liquid assets. This has made these 
states the primary focus for wealth man- 
agers and private bankers looking to tar- 
get affluent clients in India. 


Increasing investment options 

According to those in the wealth man- 
agement market in India, the typical 
Indian affluent individual is not par- 
ticularly sophisticated in terms of his 
investment needs. However, now a 
paradigm shift is taking place. Histori- 
cally, high interest rates in India pre- 
vented demand for a wide range of in- 
vestment products as investors could 
achieve a good return with low risk in a 
basic savings account. However, recent 
declines in interest rates, and the rela- 
tively low current rate, have prompted 
an accumulation of demand for non-de- 
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oping in a way that will 
give encouragement to those looking to 
build a wealth management business 
in the country, but it seems Indians 
themselves are warming to the idea of 
investing. In the recent times, when de- 
posit rates began to drop, investors be- 
gan looking to the other vehicles such as 
equities and debt. On the positive side, 
interest in investment products, such 
as mutual funds, is increasing. Simul- 
taneously, new options for investing are 
emerging as well, including art, over- 
seas investments and real estate ven- 
ture funds. 


Booming private banking business 

Wealth management solutions are the 
core of the private banking offerings. 
Private banking provides a more per- 
sonalized level of service than most in- 
dividuals commonly find at a commer- 
cial bank. This involves helping HNWIs 
invest wisely, while avoiding risks that 
might reduce the value of their assets. 
Private bankers also offer tax planning 
and pension advice, help clients develop 


HNWI Population Growth, 
2005-06 (by Market) 


25 
HNWI Population Growth (96) 


ИРИ 


HNWI Population 


2006 (000) 


67 100 20 119 68 2399 48 7 15 87 


Source: Capgemini Lorenz Curve Analysis, 2007 


tial investment products widens, the 
job of a private banker is becoming in- 
creasingly complex. Private bankers 
need an understanding of financial 
products from basic stocks and bonds 
to financial derivatives, private equity 
and hedge funds. The wealthiest tier of 
people worldwide are getting richer, 
particularly over the course of recent 
bull markets for stocks and real estate 
and so, the private banking business is 
going strong. А study published in 
2006 by the Scorpio Partnership, a 
London-based wealth management 
consulting firm, found assets managed 
by private banks have surpassed 
US$8.5 tn worldwide. 

Along with many other banks, ICICI 
Bank, India's largest bank with respect 
to market capitalization, offers a range 
of general banking services including 
private banking. The bank's relation- 
ship manager acts as a financial doctor, 
diagnosing his client's financial goals 
before prescribing the appropriate in- 
vestment advice, and at the same time 
ascertains his risk appetite for finan- 
cial assets whose risk-return trade-offs 
vary across the spectrum of instru- 
ments. The most crucial aspect of any 
financial planning process is the moni- 
toring and reviewing ofthe portfolio on a 
periodic basis. 

Wealth managers also spot oppor- 
tunities in various asset classes and 
design customized products to suit cli- 
ent requirements. They aim to target 
all the five distinct risk profiles such as 
Risk Averse, Conservative, Balanced, 
Growth and Aggressive. This approach 
helps in creating the appropriate bal- 
ance between safety, liquidity and po- 
tential for yield enhancement through a 
mix of different asset categories that 
includes Bank Fixed Deposits, Mutual 
Funds (both fixed income and equity) 
and Alternative Investments. The 


| October 2007 | 19 


By Invitation 





bank's investment research services are 
grouped into three broad categories: 
Country Research, Asset Class Re- 
search and Product Research. They pro- 
vide independert research as well as 
support services, which facilitate and 
add value to the clients. 


Investment research process: 
Thriving challenges 

Maintaining profitability in an ever 
more competitive environment is recog- 
nized as an important challenge. Today, 
clients have become more demanding 
from their financial institutions and 
advisors. Indeed investors are no longer 
looking for order takers but for knowl- 
ecgeable anc trusted advisors, who can 
explain their investment choices in de- 
tail and support recommendations 
with fact-based analysis. In today's 
world, clients are expecting a greater 
personalization and better tax benefits. 
Private bankers should focus not just on 
seling their products but also on pro- 
viding advice and highly personalized 
portfolio management services across 
multiple life cycle stage. This funda- 
mental model shift is required to im- 
prove the client's retentions. In order to 
acnieve this, banks should have a sys- 
tem in place to provide end-to-end inte- 
grated workflow and data consolidation 
system and services. 

In the last few years, the criteria 
used by clients for choosing banks have 
changed. Though image and reputation 
continue to be the most important 
things in their mind while choosing a 
bank, surprisinglv, things like service 
and reporting have moved up as key 
priorities in bank selection. Client ex- 
perience has become a differentiator 
for success and requires a new genera- 
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Portfolio Building Approach 


Specify Financial Goals 
> Risk Profile 


> Investment Objectives 
> Existing Portfolio 





Portfolio Review 
» Review portfolio 
progress, asset allocation 
and portfolio strategy 


Source: ICICI Bank 





Investment Plan 
> Asset Allocation 
> Cash flow planning 
> Rebalance existing portfolio 


Portfolio Execution 
> Execution of debt, equity 
and other investments 


Portfolio Maintenance 
> Tactical rebalancing 
> Maintain asset allocation 


Challenges Aplenty 


The Private 


Banking 
Challenges 


Source: ICICI Bank 


tion of relationship managers who 
demonstrate not only competence but 
encourage trust and confidence. While 
the wealth management market is ex- 








panding, regulatory constraints pre- 
vent banks from offering a wide range 
of services. 

With the background of positive 
macroeconomic factors expected in 
India over the next few years, the wealth 
of the Indian population is likely to con- 
tinue to grow rapidly. The private banks 
will need to adopt the best practices 
and understand the clients’ require- 
ments in the highly competitive world of 
financial services to make the most 
from the current competitive market.m 
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This article attempts to position the issue of consolidation in Indian banking 
in a proper perspective, analyze the pros and cons and suggest a feasible 


framework for consolidation. 


onsolidation in Indian banking 

industry has been a matter of 

debate amongst economists, 
ђалхегв, trade unions and, of course, the 
polizical and bureaucratic setup of the 
country over the last couple of years. The 
stands that have emerged vary from one 
extreme of total consolidation to the other 
extreme of letting things lie as they are. 
Mary participants in this debate have 
taken positions that lie somewhere in be- 
tween these two extremes. A cursory look 
at these positions reveals the well-in- 
formed and not-so-well-informed ap- 
proaches to the question of consolidaticn. 


Banking and economy 
The entire financial sector—the banking 
sector in particular—is of fundamental 
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importance to a developing economy. 
Vepa Kamesam, Deputy Governor, Re- 
serve Bank of India once remarked, “А 
strong and efficient financial system is 
critical to the attainment of the objec- 
tives of creating a market-driven, pro- 
ductive and competitive economy and to 
support higher investment levels and 
accentuate growth. Banking by far is the 
most dominant segment of the financial 
system and plays a pivotal role in the 
development of a sound economy. A 
healthy banking system, besides provid- 
ing necessary architecture for facilitat- 
ing economic growth, also serves as a 
strong repository of liquidity." 


Indian banking industry 
The Indian banking industry is charac- 


terized by a multi-structured, multi- 
layered system. While the bulk of bank- 
ing services are offered by the banks in 
public sector led by the Big Brother of 
Indian banking, State Bank of India 
along with its seven subsidiaries, the 
industry also includes private banks in- 
cluding foreign banks, cooperative 
banks (both urban and rural varieties) 
and regional rural banks. 

The need for adequate capitaliza- 
tion against the increasing reluctance 
on the part of the Government of India 
to infuse fresh capital has resulted in 
many of the public sector banks raising 
capital from the market and becoming 
listed entities. 

The banking scenario before 1990 
was largely one of structural rigidity 
and external constraints. Besides, the 
banks were working in a protected envi- 
ronment. 


The reforms 

The balance of payments crisis of 1991 
served as an eye opener to all. The need 
for fiscal and monetary sector reforms 
came to be felt both by the administra- 
tors and the regulators. The 
Narasimhan Committee report in Au- 
gust 1991 highlighted the need for fi- 
nancial sector reforms and fostering 
competition in the banking sector. The 
report also came up with a road map to 
achieve the same. The agenda ofthe re- 
forms was simple enough: providing a 
necessary platform to the banking sec- 
tor to operate on the basis of opera- 
tional flexibility and functional au- 
tonomy, thereby enhancing efficiency, 
productivity and profitability. 

The major agenda triggered by the 
banking sector reforms initiated in 
1992 has been one of deregulation of 
the financial sector, particularly bank- 
ing sector, with greater autonomy in 
operations, consolidation of banking 
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system and convergence to universal 
banking, restructuring of weak public 
sector banks, adoption of scientific 
tcols for management of risks etc. Be it 
interest rate deregulation or Basel I 
compliance, prudential income recog- 
rition and asset classification norms 
or phased introduction of risk manage- 
ment systems, all the reform actions 
that have followed have been more or 
less in conformity with international 
practices ard standards. These 
changes were followed by changes in 
the structure and ownership of public 
sector banks, such as Government of 
[ndia's ownership of 100% coming 
dcwn to almost 519» in phases in the 
case of some PSBs and introduction of 
newer delivery channels. The second 
wave of reforms that were introduced 
from 1997 saw a greater emphasis on 
capital adequacy, removal of rigidities 
in the legal system, enhancing trans- 
parency in banks' balance sheet, entry 
of new private sector banks, etc. 

Even as the process of liberaliza- 
tion was initiated in the banking in- 
dustry, the entire process was devoid of 
any tangible efforts at consolidation. 
"Whatever mergers have taken place 
(with private banks being the ones 
merged, with the exception of New 
Bank of India) were all on account of 
the regulatory concerns for the deposi- 
tors’ interests. The need for a long- 
term consolidation was, however, 
gleaned from the merger of develop- 
ment finance institutions into banking 
(for example, IDBI and ICICI). Some of 
the mergers in private sector have also 
been induced by financial performance 
while some mergers were a result of 
the need for compliance with minimum 
net worth requirement or norms on di- 
versified ownership. 

It can, therefore, be summarized 
that consolidation per se is yet to set in 
the financial sector. The mergers so far 
have been on account of the factors out- 
lined and not on account of a thought- 
out process for consolidation. 

Of course, the exception to this is 
the recent consolidation of State Bank 
of Saurashtra, an unlisted entity, with 
State Bank of India. This strategic 
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merger, it may be noted, has been fa- 
cilitated by the fact that both the 
banks have same technology platform 
as is the case with other subsidiaries 
of State Bank of India. 


Consolidation in Indian banking 
The current year will also see foreign 
banks and Indian banks with interna- 
tional presence complying with Basel II 
norms while the other banks will gradu- 
ally move into the Basel П regime by 
March 2009. The next few years will see 
sea changes in the Indian banking sec- 
tor. Foreign players are set to enter the 
industry by March 2009 with FDI 
capped at 74% in banking. The capital 
account convertibility of the Indian ru- 
pee, if it materializes, will bring about 
wholesome changes in international 
banking and forex operations by banks. 
The foreign players will enter Indian 
banking with the twin advantages of 
large capital base and the cutting-edge 
technology. The emerging scenario re- 
quires Indian banks to have a very 
strong capital base and develop a com- 
petitive framework that would enable 
them to compete with international 
banks. 

The debate on consolidation, it ap- 
pears, is largely based on the non-ap- 
preciation of the impact that the emerg- 
ing changes will have on the PSBs and 
has mainly emanated from some sec- 
tions of the political spectrum and the 
trade unions in banking. The factor that 
needs to be recognized in this debate is 
mainly one of building up strong bank- 
ing institutions that have adequate 
capital base, post Basel П compliance. 
These banks need to fully exploit the 
capabilities of technology and be in a 
position to offer competition to emerg- 
ing banks on a level playing field. 

It can also be advocated that there is 
no rationale for having so many govern- 
ment-owned banks, many of which are 
in fact listed entities. This has resulted 
in too many banks of varying sizes in 
the market. It is worth remembering 
that when the insurance sector was 
brought under the nationalization um- 
brella, the number of companies in- 
volved was very large; but eventually 


only four entities were created in the 
public sector. What is now being 
thought for the banking sector is some- 
thing similar to this. 

Of course, in banking, unlike in 
some other spheres of life, size does 
matter. Optimal infrastructure utiliza- 
tion, avoidance of competition amongst 
government-owned banks, and ability 
to withstand risks and shocks with a 
larger capital base are the advantages 
of size. 


Framework for consolidation 

The base for consolidation efforts may 
not focus on creating 5 or 6 entities of 
similar size. The focus should be more 
on setting up the desired number of en- 
tities in such a manner that each new 
entity has a pan-India presence with re- 
tail outlets well-distributed all over 
this vast country. 

The consolidation framework should 
also consider technology compatibility 
amongst the banks involved. The pro- 
posed consolidation of State Bank of In- 
dia and its subsidiaries, to cite an ex- 
ample, is a perfect illustration for tech- 
nology merger as all the subsidiaries as 
well as SBI are on the same core banking 
platform. The legal issues in consolida- 
tion amongst PSBs are many and are al- 
ready documented by a committee set up 
by IBA for this purpose. 

It should also be noted that mere 
consolidation will not suffice. However. 
such consolidation should be followed 
by further reforms with regard to voting 
rights in the consolidated banking com- 
panies, total functional autonomy etc 
Otherwise, consolidation may not really 
lead to the desired results. Functiona 
autonomy will be largely in terms o 
permitting the consolidated banks t« 
develop their own HR practices anc 
policies including compensation for em 
ployment, freedom in strategic selec 
tion and procurement of resources etc 
More importantly, the rank and file o 
the consolidated entities need to have 
functional freedom in day-to-da; 
decision-making in line with market re 
quirements and practices. 
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perspective on various 
aspects of banks’ 
performances and 
more. 





s India celebrates its 60“ inde- 
pendence anniversary and an 

azing ascendance as one of 
the fastest growing economies in the 
world (second only to China), one sector 
which has played a vital role in prop- 
ping up its economy is undoubtedly the 
banking sector. The banking sector’s 
performance is seen as the replica of 
economic activities of the nation as a 
healthy banking system acts as the 
bedrock of solid economic and indus- 
trial growth of a nation. The Asian cri- 
sis of 1997 and the recent events like 
the US subprime crisis and growing 
concerns over carry trade have once 
again underlined the significance of a 
strong and robust financial sector for 
the smooth and efficient allocation of 
resources. 

During the past six decades, since in- 
dependence, the banking sector has wit- 
nessed significant changes and has 
surely come a long way from the days of 
nationalization during the early 1970s 
to the advent of liberalization, globaliza- 
tion and privatization, in the post-1991 
era. The flurry of reforms witnessed over 
the last one-and-a-half decade has 
brought about significant changes in the 
banking arena in the country with tech- 
nology being a major facilitator of this 
transformation. ATMs, Internet bank- 
ing, credit cards, and now mobile bank- 
ing have helped revolutionize the bank- 
ing landscape in the country. Leveraging 
on their new-found tech-savvy and in- 
creased thrust on product/service inno- 
vation, the banks in the country wit- 
nessed a phenomenal growth in the last 
few years as the economic growth moved 
into top gear to be amongst the best in 
the world (India’s GDP grew in excess of 
8% consistently since 2003-04 onwards 
with a growth of 9.0% and 9.2% in 2005- 
06 and 2006-07, respectively). 

With buoyancy in the overall 
economy, led by robust corporate perfor- 
mances, the banking sector reported 
sterling performances. According to the 
Economic Survey 2006-07, the Sched- 
uled Commercial Banks (SCBs) wit- 
nessed a sharp rise in their total income 
during 2005-06, growing by 16.8% as 
against 3.5% in 2004-05. Interest in- 
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come, which is the major source of in- 
come of these banks, too grew sharply by 
18.4% in 2005-06 as against 7.9% in the 
previous year, thanks to increased vol- 
umes of credit and hardening of interest 
rates. With the favorable impact of in- 
creased interest income, the overall op- 
erating profit of SCBs registered a 
growth of 10.9% in 2005-06 as against a 
decline of 3.0% in 2004-05. Operating 
profits of all banks (including SBI and 
its associates, nationalized banks, other 
public sector banks, foreign banks etc.) 
increased in 2005-06. 

The strong momentum continued in 
2006-07, as the sector churned out an- 
other impressive performance. Accord- 
ing to the Reserve Bank of India’s An- 
nual Report 2006-07, a host of positives 
characterized the banking sector in the 
country during the fiscal. For instance, in 
terms of asset quality—the foremost 
concern of any bank—the banks have 
shown remarkable improvement. Ac- 
cording to the report, the Capital to 
Risk-weighted Asset Ratio (CRAR) of 
scheduled commercial banks at end- 
March 2007 remained unchanged from 
the previous year, meaning that the ex- 
pansion of capital kept pace with the in- 
crease in total risk-weighted assets. An- 
other positive was that the core capital 
(i.e., Tier 1) ratio of the banks declined 
from 9.3% as at end-March 2006 to 8.3% 
at end-March 2007 (Tier 1 Capital is 
considered a measure of capital ad- 
equacy of a bank, and is the ratio of a 
bank’s core equity capital to its total 
risk-weighted assets). Asset quality of 
scheduled commercial banks improved 
further during the year, with gross and 
net NPA ratios declining to 2.7% (from 
3.5%) and 1.1% (from 1.3%), respec- 
tively, at end-March 2007. In terms of 
top line growth, the overall picture too 
was satisfactory with total income (as a 
percent of total assets) of SCBs rising, 
albeit marginally, from 8.03% in 2005- 
06 to 8.04% in 2006-07, due to an in- 
crease in interest income resulting 
mainly from a significant rise in credit 
off-take. However, interest expenses too 
grew at the same time, thus leading to a 
sharper increase in total expenditure (as 
percent to total assets), despite the fall 
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Camel Toppers — The Top 10 PSBs 


SNo Bank Name Rank 
2. Indian Bank 2 





4. Indian Overseas Bank 4 





6. State Bank of Patiala 6 





8. State Bank of Bikaner & Jaipur 8 


10. Corporation Bank 10 


in operating expenses. Аз a result, dur- 
ing 2006-07, profits before provisions 
and taxes (as percent to total assets) 
were lower than those in the previous 
year. However, profit after tax (as per- 
cent to total assets) at 0.90% during 
2006-07 was marginally higher than 
that during 2005-06 (0.88%) due to lower 
provisions. 

No doubt, the BSE Bankex was the 


and gas), notching up a return of 24.3% 
and outperforming comprehensively the 
broad-based Sensex’s return of just 
15.9%, as of March 31, 2007. However, it 
is not all that hunky-dory. There are 
banks which have not fared as well as 
their peers and hence need a lot of catch- 
ing up to do. For instance, many banks 
heve seen their Nor-Performing Asset 
(NPA) levels rise, while many have been 
found wanting on key parameters like 
capital adequacy and thus need to work 
hard to strengthen their balance sheet. 
These are some of the key findings of The 
Analyst annual survey on the Indian 
banking sector (according to RBI, as at 
end-March 2007, there were 82 commer- 
cial banks, excluding Regional Rural 
Banks [RRBs]). The Indian Banking 
Survey 2007 provides strong insights 
inzo the performance of the Indian 
banks. The study categorizes the banks 
inte three major segments, viz., PSBs, 
private sector banks, and finally, foreign 
banks. The banks’ performances have 
been analyzed using the renowned 
CAMEL model (for more details please 
see the Methodology section). 
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The study also provides insights into 
how geared up the domestic banks are to 
face the challenges ahead. The biggest 
challenge facing the domestic banks is 
that of making a smooth transition to a 
tougher regime, i.e., Basel II. The RBI's 
guidelines require the Indian banks to 
embrace the new norms from March 31, 
2008. The same year they will be facing 
another daunting challenge as the regu- 
latory restrictions on branch opening 
and acquisition go, which would mean in- 
creased competition. Further, as more 
and more domestic banks aspire to have 
global presence, they would not only need 
scale but also a robust risk-manage- 
ment system in place, as events like the 
turmoil in currency markets in the wake 
of carry trade and also the current 
subprime crisis in the US have under- 
lined. Taking a cue from developments 
on the global front, the country's apex 
bank has introduced various policy ini- 
tiatives from time to time since the early 
1990s, which aimed at developing a ro- 
bust, efficient and diversified financial 
system. According to the RBI, as of end- 
June 2007, 16 banks (11 public sector 
banks and 5 private sector banks) had a 
network of 188 offices (123 branches, 38 
representative offices, 7 joint ventures 
and 20 subsidiaries) overseas. 

Continuing with its efforts to further 
strengthen the banking sector in the 
country, during 2006-07, the apex bank 
continued to fine-tune the regulatory and 
supervisory initiatives. In order to en- 
sure asset quality, the RBI introduced 
several prudential measures through in- 
creases in the provisioning requirements 


Camel Toppers – The Tcp 10 Private Banks 





2. City Union Bank Ltd. 2 





4. Jammu & Kashmir Bank Ltd. 4 





6. Tamilnad Mercantile Bank Ltd. 6 


8. Bank of Rajasthan Ltd. 8 
10. Karnataka Bank Ltd. 10 








Camel Toppers — The Top 10 Foreign Banks 


SNo Bank Name Rank 
2. Shinhan Bank 2 





4. MashreqbankP S C 4 





6. Bankof Nova Scotia 6 





8. DBS Bank Ltd. 8 





10. Krung Thai Bank Public Co. Ltd. 10 


and risk weights in respect of specific 
sectors; to cool off the overheating in the 
housing sector in particular, and realty 
sector in general, the central bank in- 
creased the provisioning requirement to 
1% from 0.40 for housing loans beyond 
20 lakhs, while it was raised to 2% from 
1% earlier in the case of: a) Personal 
loans (including credit card receivables); 
b) Loans and advances qualifying as 
capital market exposure; and c) Real es- 
tate loans (excluding residential housing 
loans). The RBI has said that in order to 
further strengthen the domestic banking 
sector and conform the banking sector to 
international best practices, commercial 
banks will migrate to Basel П norms in a 
phased manner beginning March 2008. 
The apex bank believes that while mi- 
grating to Basel II poses a significant 
challenge to both banks and the regula- 
tors, it ultimately will prove to be benefi- 
cial for the banking sector as it offers two 
major opportunities to banks, viz., re- 
finement of risk management systems 
and improvement in capital efficiency. 

Against this backdrop, The Analyst’s 
special issue on “Indian Banking 2006-07” 
offers a powerful perspective on all these 
issues and more. Read on. 


The performance barometer 

The Analyst undertook a comprehensive 
study of the performance of the banking 
sector in India for the financial year 2006- 
07. Based on the availability of their an- 
nual reports, 67 banks were identified. 
The banks were then categorized under 
three main categories: 27 public sector 
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banks (including the SBI and its associ- 
ates), 15 private sector banks (old and 
new banks), and 25 fereign banks. To as- 
sess the performances and assign the 
ranks, the globally renowned model, 
CAMEL was used. The acronym 
‘CAMEL refers to the five components of 
a bank’s condition that are assessed: 
Capital Adequacy, Asset Quality, Man- 
agement, Earnings, and Liquidity (for fur- 
ther details on methodology, please see 
the Methodology segment). 


Capital adequacy 

Capital adequacy is regarded as спе of 
the key components of the CAMEL 
model to assess the financial health of a 
bank. Under capital adequacy, the 
benks are assessed under four different 
sub-parameters namely, CAR, D/E, Ad- 
vances/Assets ratio, and G-securities/ 
Investment. Capital adequacy ratio re- 
fers to the amount of a bank’s capital 
expressed as a percentage of its risk- 
weighted assets (credit) exposures. 
Also known as CRAR, it is one of the 
significant indicators of the financial 
soundness of banks. According to the 
RBI, CRAR normally comes down е1- 
ther due to unrestricted growth in as- 
sets, especially risk-weighted assets 
without concomitant increase in capi- 
tal, or inadequate internal generation 
because of low earnings or high expendi- 
ture or poor asset quality resulting in 
heavy provisioning requirement. The 
apex bank says that such banks will 
have little cushion to absorb any 
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shocks, triggered by credit / market risk 
or other external developments. 
This is important as a bank’s capital is 
the ‘cushion’ for potential losses, which 
protect the bank’s depositors (or other 
lenders). On the parameter of CAR, In- 
dian Bank tops the list among public 
sector banks with a CAR of 14.14% 
(13.19% in 2005-06), which is way 
above the regulatory requirement of 9%. 
The rise in CAR in 2006-07 was on ac- 
count of an IPO through which the bank 
raised Rs. 782 cr. It is followed by IDBI 
and Canara Bank with CARs of 13.73% 
and 13.50%, respectively. In the case of 
private sector banks, it is the 
Maharashtra-based Ratnakar Bank 
that tops the list with a CAR of 34.34% 
(rising sharply from 11% in 2005-06). 
The unusually high CAR is due to the 
sharp rise in the bank’s share capital, 
which was raised to Rs. 300 cr in 2006- 
07 from Rs. 54 cr in the previous year, in 
accordance with the RBI’s guidelines 
that require all old private banks to 
raise their networth to Rs. 300 cr. 
Tamilnad Mercantile Bank and Karur 
Vysya Bank, with CARs of 16.77% and 
14.51% respectively, are among the top 
three banks. In foreign banks, Bank In- 
ternational Indonesia tops the league 
chart with CAR of 142.50%, followed by 
Krung Thai Bank Public Co. Ltd. 
(121.73%) and Arab Bangladesh Bank 
Limited (100.37%). 

With the Basel II deadline fast ap- 
proaching, the domestic banks have 
been rushing to augment their capital 


Fee Income/Operating Income 
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base to meet the coming stringent re- 
gime. According to the RBI, the com- 
bined capital adequacy ratio of select 
banks is expected to come down by 
about 100 basis points when these 
banks apply Basel II norms. This ex- 
plains the rush on the part of the banks 
to shore up their asset base. In view ol 
the size and complexity of operations 01 
the banking system, the apex bank has 
adopted a three-track approach with re- 
gard to capital adequacy. On the first 
track, commercial banks would be re- 
quired to maintain capital for both 
credit and operational risks as per 
Basel II framework. Commercial bank: 
are already required to maintain capi 
tal for market risk as per Basel I frame 
work; capital charge for market risk has 
not been modified under Basel II. Ке. 
serve Bank of India has also enabled is- 
sue of several instruments by banks 
viz., innovative perpetual debt instru 
ments, perpetual non-cumulative pref 
erence shares, redeemable cumulative 
preference shares and hybrid debt in 
struments to enhance their capital rais: 
ing options. According to the country’s 
apex bank, until recently, the capita 
adequacy ratio was applicable only tc 
credit risk assumed by banks; later 
capital requirement for market risks 
for the HFT (Held-for-Trading) portfolic 
was introduced during 2004-05. In addi 
tion, with effect from March 31, 2006 
banks are required to provide capita 
for market risk for the AFS (Available 
for-Sale) portfolio. This would requir 
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Tier 1 Capital 


Classification of Capital under the Basel Capital Accord 1998 


Tier 2 Capital 


b. Perpetual non-cumulative preference 
shares; 





б. Innovative capital instruments 


Source: RBI 
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banks to augment their capital funds to 
ensure continued compliance with the 
regulatory minimum CRAR. With the 
transition to the new capital adequacy 
framework (Basel II) scheduled from 
March 2008, banks need to further 
shore up their capital funds to meet the 
requirements under the revised frame- 
work. Under Basel II, the capital re- 
quirements are not only more sensitive 
tc the level of risk but also apply to op- 
erational risks. Thus, the RBI says, 
banks would need to raise additional 
capital on account of market risk, Basel 
II requirements, as well as to support 
the expansion of their balance sheets. 


Asset quality 

The capability and strength of a bank 
Les on the quality of its assets. A com- 
prehensive analysis of asset quality is 
vital to assess the current state of af- 
fairs and future viability of the bank. 
The efficiency of bank in assessing 
credit risk and recovering debts is indi- 
cated by Net Non-Performing Assets 
(NNPA) to the Total Asset (TA) ratio. 
The lower the ratio the better will be the 
performance of the bank. On this pa- 
rameter, Andhra Bank tops the list by 
having the lowest ratio amongst PSBs. 
However, banks such as IDBI Ltd., UCO 
Bank and Dena Bank have higher 
NNPA to TA ratios. Among private 
banks, while Yes Bank tops the list 
with the lowest ratio, banks such as 
Kotak Mahindra Bank Ltd., Ratnakar 
Bank Ltd., and Development Credit 
Bank Ltd. have displayed higher ratios. 
Most of the foreign banks could main- 
tain this ratio low, except for banks 
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b. Revaluation reserves; 


d. Hybrid debt capital instruments (a range of 
instruments which combine characteris- 
tics of equity capital and debt); and 
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such as Bank of Ceylon and Standard 
Chartered Bank. 

NNPA as a percentage of Net Ad- 
vances is the most standard measure of 
asset quality. Among PSBs, United 
Bank of India, which held 22" rank in 
the previous year, steals the show this 
year. Among private sector banks, con- 
sidering this parameter, Yes Bank is 
the best performer while Kotak 
Mahindra Bank Ltd. is the worst. 
Though most of the foreign banks could 
manage to keep the ratio low, banks 
such as Bank of Ceylon, Standard Char- 
tered Bank and ING Vysya Bank Ltd. 
have displayed poor performance. 

Total investment to total assets in- 
dicates the extent of deployment of as- 
sets investments as against advances. 
A higher level of investment means lack 
of credit off-take and the banks choos- 
ing other avenues such as government 
securities and approved securities to 
park their funds. Ideally, this ratio has 
to be low as the primary business of 
banks is lending. Bank of Baroda, City 
Union Bank Ltd. and Arab Bangladesh 
Bank Ltd. are the top performers 
among PSBs, private sector banks and 
foreign banks respectively. 

Banks have to consistently work on 
their NPAs. Percentage change in 
NPAs is a very important indicator of 
the way the bank is working on the re- 
covery of its NPAs or writing off these 
NPAs and improving the quality of the 
balance sheet. Generally, there has 
been a reduction in banks’ NPAs in the 
last couple of years. As per this indica- 
tor, Union Bank of India topped the list 
among PSBs, while Bank of Rajasthan 


and Bank of Nova Scotia are the best 
performers among the private and for- 
eign banks. 


Management 

The development and endurance of a 
bank is ensured by its management. The 
management of a bank plays a very cru- 
cial role in making decisions depending 
on their risk perception. It sets the vision 
and goals for the bank and sees that they 
are achieved within the given time 
frame. The ratio of the total advances to 
deposits indicates the ability of a bank 
to effectively deploy its resources. Hence, 
the higher the ratio the better is the per- 
formance of the bank. Among PSBs, In- 
dustrial Development Bank of India Ltd. 
could sustain its lead this year also by 
topping the list, followed by State Bank 
of Travancore and State Bank of India 
Similarly, Kotak Mahindra Bank alsc 
remained as the most aggressive banks 
among private banks. Some of the for 
eign banks have a ratio of more thar 
100% as they are not aggressive on de 
posits. Antwerp Diamond Bank Му 
topped the list among these banks. 

Profit Per Employee (PPE) and Busi 
ness Per Employee (BPE) are very gooc 
productivity indicators. PPE assesse 
labor productivity, and BPE judges th: 
branch-level productivity. The higher th 
ratios, the better will be the performanc 
of the bank. Among the PSBs, Unite 
Bank of India and Industrial Develop 
ment Bank of India Ltd. are the top per 
formers in terms of PPE and BPE respec 
tively. In the case of private sector banks 
ICICI tops the list on both PPE and ВРЕ 
Because of their specific nature of oper 
tions, foreign banks have a very high PP! 
and BPE. JP Morgan Chase Bank an 
Bank of Nova Scotia have topped th 
chart among foreign banks on the tw 
parameters respectively. 

Return to the shareholder is ind: 
cated by high Return on Net Wort 
(RONW). It is the measure of profitabi 
ity of the bank and is expressed as PA 
as a percentage of Average Net Worth. : 
means better utilization of capital an 
reserves. State Bank of Tavancore, Ban 
of Rajasthan and Standard Chartere 
Bank topped the list among PSBs, pr 
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vate banks, and foreign banks гезрес- 
tively. 


Earnings 

Profitability of the bank and also its 
ability to earn consistently can be easily 
determined by its earning quality mea- 
sure. On the parameter of liquidity, 
Bank of Baroda tops the list among 
PSBs with a group average of 6.80, while 
among private sector banks, South In- 
dian Bank is the top performer. Bank 
International Indonesia is the top per- 
former amongst foreign banks. The ratio 
measures the effectiveness of the bank 
in employing its working funds to gener- 
ate profits. Interestingly, Indian Bank 
tops the list with OP/AWF of 2.61% 
among PSBs, Tamilnad Mercantile 
Bank Ltd. with OP/AWF 3.429; among 
private banks, and JP Morgan Chase 
Bank, National Association with 8.01% 
among foreign banks. 

PAT growth is also an important in- 
dicator. Bank of Maharashtra among 
PSBs, Ratnakar Bank Ltd. among pri- 
vate sector and ING Vysya among for- 
eign banks have topped the list. 

Besides this, the spread or the differ- 
ence between the interest earned and in- 
terest expended is another good indica- 
tor to value the performance of the bank. 
The higher the spread, the better is the 
performance. Hence, for greater spread, 
the banks should keep their interest low 
on deposits and high on advances to in- 
crease their earnings capacity. Going by 
this parameter, Punjab National Bank 


Bank Credit and Investment 
in Government Securities 


Growth Rate (%) 


Bank Cradit 
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from public sector banks, Tamilnad 
Mercantile Bank from private sector 
banks, and Mashreqbank PSC from for- 
eign banks are the best performers. 

For banks, interest income and non- 
interest income are the main sources of 
revenue. Interest income to total income 
reflects the ability of the bank to gener- 
ate income from its core business, i.e., 
lending. The higher the ratio, the better 
it is for the banks. On this parameter, 
Central Bank of India, Ratnakar Bank 
Ltd. and Oman International Bank 
topped the list among PSBs, private 
banks and foreign banks respectively. 
On the parameter of non-interest in- 
come to total income, Indian Bank, 
Ratnakar Bank Ltd. and Bank Interna- 
tional Indonesia are the top performers 
among public, private and foreign 
banks respectively. 


Liquidity 

Liquidity is very crucial for any organiza- 
tion which deals with money. It is all the 
more important for banks. Poor liquidity 
management not only leads to dwindling 
bank earnings but can also jeopardize 
its continued operations. The parameter 
assesses the ability of a bank to meet 
the demand from the deposit holders in a 
particular time. The higher the ratio, the 
better off will be the banks. Liquidity 
can be compared primarily based on two 
parameters like Liquid Asset/Total De- 
posit and Liquid Asset/Total Asset, etc. 


What the future holds? 

The path ahead appears full of chal- 
lenges for the domestic banks. Besides, 
the challenges to meet the Basel II 
deadline, the threat of increased compe- 
tition from foreign banks could soon be 
a reality, come March 2009. This could 
also mean Mergers and Acquisitions 
(M&As) and hence takeover threats 
from MNC rivals. All these mean that 
the domestic banks need to consolidate 
to gain size and scale to thwart any such 
threats. Though, of late, there have been 
instances of consolidation among 
banks, they are few and far between. 
Further, M&As in India have been be- 
tween a profitable bank and a troubled 
bank (ICICI Bank’s acquisition of Sangli 


Indian Banking Sector 


Bank and IDBI’s takeover of United 
Western Bank). Industry experts feel 
that unless M&As involve profitable, 
healthy banks, consolidation will not 
yield any great results. In fact, in most 
of these cases in the past, the consolida- 
tion process seems to have been driven 
more by the systemic problems driven 
by weak capitalization and financial 
profile rather than the motive of gaining 
size and scale. Nonetheless, consolida- 
tion could help the largely fragmented 
banking system into more effective 
banking system with few banks; espe- 
cially the small regional banks could be 
managed properly by improving their 
competitiveness. 

Some experts even suggest that the 
government needs to play a proactive 
role. In a recent report, the global rating 
firm, Standard & Poor’s (S&P), com- 
mented that only government can drive 
banking consolidations in India. “Since 
mergers involving any public sector bank 
will have to be ordered by the govern- 
ment—due to the legislation governing 
those banks—it's the government which 
determines the extent and speed of con- 
solidation in the Indian banking sys- 
tem," said the report. The fragmented 
nature of the Indian banking sector is 
one of the major weaknesses, and there 
are small banks whose profitability and 
asset quality are in pathetic condition. 
Also, given the fact that in many PSBs 
government's stake has reached the 
threshold of 51%, it leaves little room for 
Public Sector Banks (PSBs) to raise 
capital without diluting/reducing the 
government's stake below the threshold 
limit of 51%. This means that the gov- 
ernment would either need to be ready 
for losing its majority stake in PSBs or 
allow them other routes to augment 
their capital base. 

Further challenges include lack of 
size and scale. For, despite their remark- 
able performance in the recent time, do- 
mestic banks have a long way to go when 
compared to their global counterparts. 
They pale in comparison to global giants 
in terms of market cap as well as asset 
base. For instance, Industrial and Com- 
mercial Bank of China (ICBC) has an 
asset base of over $750 bn—almost 3/4% 
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01 
1 2 
Operating Expenses/Total Assets* 
Scheduled Commercial Banks 2.30 

Public Sector Banks | 2.20 
Old Private Sector Banks 2.10 
New Private Sector Banks 2.60 
Foreign Banks j 2.90 
Net Interest Income/Total Assets* 
Scheduled Commercial Banks 3.00 

Public Sector Banks 3.00 
Old Private Sector Banks 3.00 
New Private Sector Banks 2.60 
Foreign Banks 4.30 
Net Profit/Total Assets" 

Scheduled Commercial Banks 0.90 
Public Sector Banks 0.70 
Old Private Sector Banks 0.80 
New Private Sector Banks 0.80 
Foreign Banks 2.10 
Gross NPAs to Gross Advances** 
Scheduled Commercial Banks 3.40 
Public Sector Banks 3.80 
ОЮ Private Sector Banks 4.70 
New Private Sector Banks 1.90 
Net NPAs to Net Advances** 

Scheduled Commercial Banks 1.20 
Public Sector Banks 1.30 
Old Private Sector Banks 1.70 
New Private Sector Banks 0.90 
Foreign Banks 070 
CRAR** 

Scheduled Commercial Banks 12.00 
Public Sector Banks 12.00 
Old Private Sector Banks 11.80 
New Private Sector Banks 12.20 
Foreign Banks 11.90 


*  Annualized to ensure comparability between quarters 
** Position as at the end of the quarter. 


Souree: РВ! 


the size of the Indian economy. Among 
the top 25 Asian banks last year, only 
State Bank and ICICI Bank appeared in 
the list where six Chinese banks fea- 
tured with the first three slots occupied 
by the Chinese banks. While India’s big- 
gest bank, SBI accounts for the 1/5th of 
the tctal banking assets ef the nation m 
FY2006-07 with an asset base of $84 


34 | October 2007 | 


2006-07 2007-08 
Q2 Q3 04 01 
3 4 5 6 
200 1.90 1.70 2.00 
1.80 1.70 1.60 1.80 
2.20 . 190 1.10 1.90 
2.30 230 1.80 2.60 
3.00 2.80 220 2.90 
2.60 2.80 2.50 2.80 
240 2.80 2.50 2.70 
3.00 290 2.40 2.90 
250 2.50 1.90 2.30 
410 3.30 3.20 4.20 
0.90 100 0.80 1.00 
0.90 0.90 0.80 0.90 
1.10 1.20 0.50 1.10 
1.00 0.90 0.60 0.80 
150. 1102: 1.90 2.20 
3.20 300 2.70 2.80 
3.50 3.30 2.80 2.90 
4.50 380 3.20 3.10 
2.00 220 2.10 2.50 
2.10 2.00 1.90 2.00 
EW - 120; 1.10 1.20 
130 1.20. 1.20 1.20 
160 1.30 1.10 0.90 
100 1.10 1.10 1.30 
0.90 090 0.70 0.80 
12.60 12.60 12.30 12.60 
12.60 1240 12.40 12.90 
12.10 12.90 12.40 13.00 
13.30 1290 12.00 11.60 
11.90 12.60 12.40 12.30 


bn, when compared to global players, its 
Tier 1 capital is a mere $7.9 bn com- 
pared to $79 bn of Citigroup, during the 
same period. Such huge differences 
(with their global counterparts) mean 
that even consolidations of domestic 
banks may not help much to gain global 
size and scale. This holds great signifi- 
cance as in their own backyards, soon 


domestic banks will be facing huge chal- 
lenges post-March 2009 when foreign 
banks will be free to expand their net- 
work in the country. Foreseeing the 
prospects in the subcontinent, an in- 
creasing number of foreign banks have 
already evinced interest in Indian 
banks. Now it remains to be seen how 
prepared the domestic banks are to 
deal with increased competition. 

Financial inclusion also offers a 
great challenge for banks. In India, a 
significant proportion of the society is 
devoid of financial inclusion—that is ei- 
ther they do not have a savings bank 
account or they do not have access to 
bank credit. According to estimates, 
41% of the country’s population is still 
unbanked, while in rural areas it could 
be as high as 61%. The scenario is even 
worse in case of access to credit mar- 
kets. The number of people having no 
access to loans is as high as 86% in ur- 
ban areas; whereas, in rural areas it is 
above 90%. To improve the situation on 
the financial inclusion front, the RBI 
has already advised banks to make 
available a basic banking ‘no-frills’ ac- 
count either with ‘nil’ or very low mini- 
mum balances as well as charges that 
would make such accounts accessible to 
vast sections of population; as of end- 
March 2007, 6.7 million ‘no-frills’ ac- 
counts were opened by banks. Still, the 
banks need to make further efforts to 
reach the goal of 100% financial inclu- 
sion. Also, among other issues are: the 
slowdown in credit off-take in recent 
times as interest rates have hardened; 
managing NPAs as many banks in the 
past increased their exposure to real 
estate which seems to be slowing 
down as demand wanes and property 
prices show downward trend; and last 
but not the least, the challenges to 
survival in a fast integrating global 
financial system, which exposes them 
to risks emanating from any adverse 
events (US subprime crisis has 
clearly underlined that). Surely, for the 
domestic banking sector, the way ahead 
is full of challenges.s 


— Amit Singh Sisodiya, Y Bala Bharati and P Kavitha 
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METHODOLOGY 


The study is based on CAMEL methodolo 


gy. It includes an analysis of the performance of 67 banks 


whose annual results for 2006-07 are available. Banks are classified into Public, Private and Foreign 
sectors. Category-wise ranks are assigned based on aggregate average of ranks under each group of 


parameters under CAMEL. 


Introduction 
The Analyst has come up with a special 
issue on the banking industry for the 
fourth consecutive year. To assess Indian 
banks, The Analyst adopted the world-re- 
nowned CAMEL model (with minor 
mocifications). The reason being, the 
CAMEL model is simple and makes it 
easy to compare a wide range of banks 
present in India. CAMEL stands for Capi- 
ta. Adequacy, Asset Quality, Manage- 
ment, Earnings Quality and Liquidity. 
The Analyst has ranked the banks on 
each parameter, based on the average 
individual rank a bank achieved for each 
ratio. Apart from analyzing the banks on 
each of the ratios based on the CAMEL 
model, The Analyst has also provided 
additional information like Total In- 
come, PAT and Total Assets on each of 
these banks. 


Sampling 

The initial sample comprised of 128 
banks. However, the sample size was re- 
duced to 67 banks after cooperative 
banks and banks whose annual reports 
for the year 2006-07 were not available 
were excluded. 


Data 

The data has been provided by the Cen- 
ter for Monitoring Indian Economy 
(CMIE). 


Ranking Methodology 

All "ће banks were first individually 
ranked for each ratio on a single param- 
eter. Then the composite score of each 
bank for each parameter was arrived at 


by taking an average of the individual 
ranks achieved by the banks for each ra- 
tio in a single parameter. Then, all the 
banks for each parameter were ranked 
in the proper order i.e., ascending/de- 
scending based on the parameter. 


Camel Model 

Capital Adequacy 

Capital adequacy reflects the overall fi- 
nancial condition of a bank and also the 
ability of the management to meet the 
need for additional capital. 

Capital Adequacy Ratio (CAR) 

As per the latest RBI norms, banks in 
India should have a CAR of 9%. It is ar- 
rived at by dividing the sum of Tier I and 
Tier II capital by risk-weighted assets. 
Tier 1 capital includes equity capital 
and free reserves. Tier II capital com- 
prises subordinated debt of a 5-7 year 
tenure. The higher the CAR, the stronger 
the bank. 

Debt-Equity Ratio 

Debt-Equity Ratio is arrived at by dividing 
the total borrowings and deposits by 
shareholders’ net worth, which includes 
equity capital and reserves and surpluses. 
Advances to Assets 

This is the ratio of the total advances to 
total assets. Total advances also include 
receivables. The value of total assets ex- 
cludes the revaluations of all the assets. 
G-Secs to Total Investments 

This ratio shows the risk involved in a 
bank's investments. Since government 
securities are risk-free, the higher the 
G-Secs to investments ratio, the lower 
the risk involved in a bank's invest- 
ments. It is arrived at by dividing the 


amount invested in government securi- 
ties by total investments. 

Asset Quality 

The prime motto behind measuring the 
asset quality is to ascertain the compo- 
nent of non-performing assets as a per- 
centage of the total assets. In addition, 
the parameter also ascertains the NPA 
movement and the amount locked up in 
investments as a percentage of the total 
assets. 

Net NPAs to Total Assets 

It is a measure of the quality of assets in 
a situation, where the management has 
not provided for loss on NPAs. Here, the 
Net NPAs are measured as a percentage 
of total assets. The lower the ratio, bet- 
ter the quality of advances. 

Net NPAs to Net Advances 

Net NPAs are gross NPAs’ net of provi- 
sions on NPAs and suspense account. In 
this ratio too, net NPAs are measured as 
a percentage of net advances. 

Total Investments to Total Assets 

This ratio is used as a tool to measure 
the percentage of total assets locked up 
in investments, which by conventional 
definition, doesn’t form part of the core 
income of a bank. It is arrived at by divid- 
ing total investments by total assets. 
Percentage Change in Net NPAs 

This measure gives the movement in net 
NPAs in relation to net NPAs in the pre- 
vious year. The lower the percentage 
change, better the quality of assets. It is 
given by the following formula: % Change 
in net NPAs = (net NPAs at the begin- 
ning of the year — net NPAs at the end of 
the year) / net NPAs at the beginning of 
the year. 


Discrepancy in data, if any, from the actual figures can be attributed to the normalization process adopted by CMIE while uploading the data, in order to maintain uniformity 


across ће board. 
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Management 

It involves a subjective analysis for mea- 
suring the efficiency of the management. 
To measure the efficiency of the manage- 
ment, we used parameters like profit per 
branch, business per employee and ad- 
vances to deposits. 

Total Advances to Total Deposits 

This ratio measures the efficiency of the 
management in converting the deposits 
available with the bank (excluding other 
funds like equity capital, etc.) into ad- 
vances. Total deposits include demand 
deposits, savings deposits, term depos- 
its and deposits of other banks. Total 
advances also include the receivables. 
Profit Per Employee 

This measures the efficiency of the em- 
ployee at the branch level. It also gives 
valuable inputs to assess the real 
strength of a bank’s branch network. It 
is arrived at by dividing the net profit 
earned by the bank by total number of 
branches. The higher the ratio, higher 
the efficiency of management. However, 
it is advisable to look at the number of 
branches too, as a bank with fewer 
branches can figure among the top play- 
ers in this category despite earning a 
lower net profit. 

Business Per Employee 

This tool measures the efficiency of all 
the employees of a bank in generating 
business for the bank. It is arrived at by 
dividing the total business by the total 
number of employees. By business we 
mean the sum of total advances and to- 
tal deposits in a particular year. 

Return on Net Worth 

It is a measure of the profitability of a 
company. PAT is expressed as a per- 
centage of average net worth. 

Earnings Quality 

This parameter gains importance in 
the light of the argument that much of 
a bank’s income is earned through non- 
core activities like investments, trea- 
sury operations, corporate advisory 
services and so on. In this section, we 
try to assess the quality of income 
in terms of income generated by 
core activity—income from lending 
operations. 
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Operating Profit by Average Working Funds 
This is arrived at by dividing the oper- 
ating profit by average working funds. 
Working funds is the daily average of 
the total assets during the year. 
Percentage Growth in Net Profit 

It is the percentage change in net profit 
from last year. 

Spread 

It is an important measure of a bank’s 
core income (income from lending opera- 
tions). It is the difference between the 
interest income and interest expended 
as a percentage of total assets. Interest 
income includes dividend income. Inter- 
est expended includes interest paid on 
deposits, loans from RBI, and other 
short-term and long-term loans. 

Net Profit/Average Assets 

This ratio measures return on assets 
employed or the efficiency in utilization 
of the assets. It is arrived at by dividing 
the net profit by average assets, which 
is the average of total assets in the cur- 
rent year and previous year. 

Interest Income/Total Income 

This ratio measures the income from 
lending operations as a percentage of 
the total income generated by the bank 
in a year. Interest income includes in- 
come on advances, interest on deposits 
with RBI, and dividend income. 
Non-interest Income/Total Income 

This measures the income from opera- 
tions other than lending as a percentage 
of total income. Non-interest income is 
the interest income earned by the banks 
excluding income on advances and de- 
posits with RBI. 

Liquidity 

The risk stemming from the lack of 
marketability of an investment that 
cannot be bought or sold quickly enough 
to prevent or minimize a loss. Usually 
reflected in a wide bid-ask spread or 
large price movements. 

Liquid Assets/Demand Deposits 

This ratio measures the ability of a 
bank to meet the demand from demand 
deposits in a particular year. It is ar- 
rived at by dividing liquid assets by to- 
tal demand deposits. Liquid assets in- 
clude cash in hand, balance with RBI, 


balance with other banks (both in India 
and abroad), and money at call and 
short notice. 

Liquid Assets / Total Deposits 

This ratio measures the liquidity avail- 
able to the deposits of a bank. Liquid 
assets include cash in hand, balance 
with RBI, balance with other banks 
(both in India and abroad), and money 
at call and short notice. Total deposits 
include demand deposits, savings de- 
posits, term deposits and deposits of 
other financial institutions. 

Liquid Assets/Total Assets 

Liquid assets include cash in hand, bal- 
ance with RBI, balance with other 
banks (both in India and abroad), and 
money at call and short notice. The ratio 
is arrived by dividing liquid assets by 
total assets. 

G-Secs/Total Assets 

This ratio measures the proportion 
of risk-free liquid assets invested in 
g-secs as a percentage of the assets held 
by a bank and is arrived at by dividing 
investment in government securities by 
total assets. 

Approved Securities/Total Assets 

This is arrived at by dividing the total 
amount invested in approved securities 
by total assets. Approved securities are 
investments made in state-associated 
bodies like electricity boards, housing 
boards, corporation bonds, shares of re- 
gional rural banks. 


Individual Parameter Ranking 
(CAMEL) 

Average of Group: Calculated by tak- 
ing the average of ranks of all indicators 
under respective parameters. 

Group Ranks: It is done by sorting the 
Avg of Group in ascending order (lower 
the rank average better the perfor- 
mance and better the rank). 

Composite Ranking 

Avg of Avg Group: Calculated by tak- 
ing the average of Avg of Group values. 
Composite Rank: Ranking is given by 
sorting the Avg of Avg Group in ascend- 
ing order.a 


Reference # 01М-2007-10-06-10 
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= ВАМ КІ № Incian Bank which is celebrating its 100 years of operations this year, 


hit capital market in February 2007 offering 8.59 crore equity shares 


CAPITAL ADEQUACY 


Sistiel 4а› 





Indian Bank 

















D/E RANK ADV/AST RANK | G-SEC/INV RANK GROUP 
(%) (%) AVERAGE 

Public Sector Banks 
ORIENTAL BANK OF COMMERCE 12.51 10 0.41 2 5970 10 83225 11 8.25 
22 STATE BANK OF BIKANER & JAIPUR 12.89 5 1.40 18 5948 12 95.68 2 9.25 
JS SIATEBANK ОЕРАПАЕА 12.38 12 1.12 16 6045 7 9406 4 9.75 
ПИЛЕ АЦАНАВАОВАМК 12.52 9 0.51 4 6101 5 78.12 23 1025 
DEBE STATE BANK OF HYDERABAD 1251 10 0.63 8 5730 1 9477 3 1050 
ues CANARA BANK 13.50 3 0.96 13 5931 14 8252 12 10.50 
(7 УМЕВАК OF TRAVANCORE 11.68 20 1.87 23 6514 1 96.75 E ies 
EET STATE BANK OF SAURASHTRA 12.78 7 1.46 19 5880 15 93.64 5 11.50 
PUNJAB NATIONAL BANK 12.29 14 0.56 5 59.43 13 8106 i ^ zs 
we INDIAN OVERSEAS BANK 13.27 4 1.08 15 — 85716 23 8757 На. 4275 
(00 UNION BANK OF INDIA 12.80 6 1.61 21 60.70 6 80.08 18 1275 
1005 STATE BANK OF INDORE 11.77 18 1.91 24 62.59 З 9363 6 1275 
13 STATE BANK OF MYSORE 11.47 24 1.56 20 6134 4 93.09 7 13.75 
| "e INDIAN BANK 14.14 1 0.67 9 51.75 27 78.73 21 14.50 
BANK OF MAHARASHTRA 12.06 15 1.07 14 5875 16 8247 13 1450 
$e CORPORATION 3ANK 12.76 8 0.38 11 56.81 24 80.26 17 15.00 
-— UCO BANK 11.56 22 2.33 26 — 6277 2 86.40 10 1500 
_ ANDHRABANK 11.33 25 0.38 1 58.64 17 79.42 19 1550 
| 19 — BANKOF BARODA 11.80 17 0.45 3 58.42 18 75.14 25 1575 
| 20 | SYNDICATE BANK 11.74 19 1.19 17 57.88 20 8932 8 1600 
EI IDBI 13.73 2 7.69 27 60.16 8 63.06 27 16.00 
[022 sTATEBANKOFINDIA 12.34 13 1.79 22 5952 11 79.30 20 1650 
od DENA BANK 11.52 23 0.79 10 58.20 19 8217 14 16.50 
(24 | UNITED BANK OF INDIA 12.02 16 0.58 6 — 5237 26 — 7873 21 17225 
ва. VIJAYA BANK 11.21 26 0.62 7 5719 22 8090 16 1775 
26  BANKOFINDIA 11.58 21 1.98 25 60.08 B, 7273 26 2025 
CENTRAL BANK CF INDIA 10.40 27 0.90 12 55.49 25 77% 24 2200 


Private Banks 


Wi CITY UNION BANK LTD. 12.58 8 0.05 2 62.08 2 87.45 1 3.25 
О 1 KARUR WSYA BANK LTD. 14.51 3 0.21 4 63.55 1 83.82 5 3.25 

} | JAMMU & KASHMIR BANK LTD. 13.24 6 0.31 6 59.62 4 74.83 7 5.75 

А TAMILNAD MERCANTILE BANK LTD. 16.77 2 0.08 3 57.1 7 64.12 14 6.5 
ce SOUTH INDIAN BANK LTD. 11.08 13 0.29 5 58 6 85.46 3 6.75 
6 | CENTURION BANK OF PUNJAB LTD. 11.05 14 0.78 9 59.72 3 86.17 2 7 
ERO RATNAKAR BANK LTD. 34.34 1 0.03 1 46.21 15 70.04 11 7 
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Ра 
^ BAN M MC Ratnakar Bank's CAR rose sharply from 11 to 34.34%, during the fiscal due to 
Z 


the sharp rise in the bank's share capital, which jumped over five times to 
Rs. 300 cr in 2006-07. 





CAPITAL ADEQUACY 


RANK ADV/AST RANK | G-SEC/INV RANK GROUP 
















САВ (%) RANK 








(TIMES) (%) (%) 
Private Banks 
KARNATAKA BANK LTD. 1.3 15 озм 7 5886 5 7858 6 85 
| 9 KOTAK MAHINDRA BANK LTD. 13.46 5 зи 5 5485 — 10 8545 4 85 
10 | ves BANK LID. _ 138 E 1л 2 и 9 70.04 11 9 
“11 | HDFCBANKLTD. 138 т 095 о ШИ ШИ зт 0 95 
ICICIBANK LTD. 11.69 9 287 4 5672 8 74л5 8 975 
DEVELOPMENT CREDIT BANK LTD. M s oH 0.99 п DONNE этли 9 1075 
 ВАМК OFRAJASTHAN LTD. E UU «л» s М м 683 3 1125 
AXIS BANK LTD. НЕ _ 256 13 ООО cio 5 1275 
Foreign Banks 
ARAB BANGLADESH BANK LTD. 100.37 3 оф | И ШШ su 9 550 
MIZUHO CORPORATE BANK LTD. 34.40 E oz 9 6868 1 800 4 800 
MASHREQBANKP С 97.06 4 00 ! — 2968 14 тз 5 850 
ANTWERP DIAMOND BANK NV 46.48 EB 29 2 6049 5 10036 1 875 
1 5 | BANK OF BAHRAIN & KUWAIT BSC 2200 14 о 5 300 13 э 4 900 
BANK OF TOKYO-MITSUBISHI U F J LTD. EM 13 14 __ 6608 3 8123 2 975 
= BANK OFNOVA SCOTIA И 2м 21 6738 2 9103 7 1075 
_ В KRUNG THAI BANK PUBLIC CO. LTD. 121.73 2 о | ПН во 179 _ 100 
L 9 SHNHANBANK 89.26 E +з 3 2523 17 8398 и 1150 
“9 ВАМКОРСЕМОМ - 63.21 6 000 1 КОЮ КЩ зг м 1150 
11 | ABN-AMROBANKN.V 14 19 441 4 5732 6 1006 2 1215 
{2 | ABU DHABI COMMERCIAL BANK В 270 9 2562 16 96% 5 1300 
| 12 | ствамкма. M06 20 257 18 — 4951 — 8 9243 в 1300 
742) INGWSYABANKLTO 10586 — 24 14 16 6210 4 8933 8 1300 
BANK OF AMERICA NATIONAL TRUST MEUM 1 12 MEME э тз 17 1400 
45 OMAN INTERNATIONAL BANK 1099 2 ов 6 05 25 990 3 1400 
18 STANDARD CHARTERED BANK 1044 25 1.36 14 5145 т вал 10 1400 
| 18 BANK INTERNATIONAL INDONESIA 142.50 1 0.43 7 _ 4 3183 5 1425 
19 нас 11.06 — 20 099 ^ 4209 м 7242 16 1450 
| 20 | DBSBANKLTD. 2924 1 0.93 10 2026 19 62487 20 1500 
(21 JPMORGANCHASEBANK,NATIONALASS. ^ 1614 15 281 0 129 21 8043 3 1725 
21 AMERICAN EXPRESS BANK LTD. 13.00 18 1.89 17 — 3940 12 4892 22 1725 
23 BARCLAYS BANK PLC. 13.68 16 0.50 8 5.53 23 4030 23 1750 
24 | SOCIETE GENERALE 31.82 КЕ ах 3 1342 20 3308 24 1900 
1128... DEUTSCHE BANK AG 1000 — 23 461 5 2791 15 6910 18 202 
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The Bank of Mysore posted a net profit of Rs. 72.84 cr, Ge 
registering an impressive year-on-year growth of 43.11%. 





STATE BANK OF MYSORE 








ASSET QUALITY 








NNPAs/ RANK NNPAs/ RANK ТИТА RANK CH.IN GROUP 
ТА (%) МА (%) (%) NPAs (%) AVERAGE 
Public Sector Banks 

1 STATE BANK OF MYSORE 0.45 4 0.28 6 26.04 8 -13.39 10 9.33 

_ 2 .. BANK OF INDIA 0.74 11 0.44 12 24.99 4 -34.81 3 10.00 
3 STATE BANK OF HYDERABAD 0.22 2 0.12 3 28.38 20 -18.69 7 10.67 

4 — BANKOF BARODA 0.60 9 0.35 10 24.41 1 -3.16 15 11.67 

5 INDIAN BANK 0.35 3 0.18 4 37.18 27 -42.19 2 12.00 

6 STATE BANK ОЕ SAURASHTRA 0.70 10 0.41 11 26.59 11 -20.96 6 12.67 

6 CORPORATION BANK 0.47 5 0.27 5 27.35 15 -7.71 13 12.67 

8 АМОНЗА ВАМК 0.17 1 0.10 2 30.07 25 -9.93 11 13.00 
9 STATE BANK OF INDORE 1.04 17 0.65 18 24.43 2 -26.63 9 14.00 
10 ORIENTAL BANK OF COMMERCE 0.49 6 0.29 7 26.79 12 32.32 25 16.67 
10 UNION BANK OF INDIA 0.96 16 0.58 17 27.23 13 -27.91 4 16.67 
10 UNITED BANK CF INDIA 1.50 22 0.00 1 34.51 26 -100.00 1 16.67 
13 — MJAYABANK 0.59 8 0.34 9 28.37 19 1.15 16 17.93 
14 STATE BANK OF PATIALA 0.83 14 0.50 15 25.97 7 8.19 19 18.33 
15 INDIAN OVERSEAS BANK 0.55 7 0.31 8 29.12 22 14.93 20 19.00 
16 STATE BANK OF TRAVANCORE 1.08 19 0.70 21 25.13 5 -3.20 14 19.67 
17 CANARA BANK 0.94 15 0.56 16 27.23 13 5.44 17 20.33 
13 SYNDICATE BANK 0.76 12 0.44 12 28.26 18 25.11 22 21.33 
13 STATE BANK OF BIKANER & JAIPUR 1.09 20 0.65 18 25.16 6 19.04 21 21.67 
20 PUNJAB NATIONAL BANK 0.76 12 0.45 14 27.8 17 245.25 27 23.33 
21 BANK OF MAHARASHTRA 1.21 21 0.71 23 28.96 21 -16.97 8 24.33 
22 IDBI 112.00 27 0.70 21 24.73 3 28.20 24 25.00 
22 STATE EANK OF INDIA 1.56 23 0.93 24 26.31 10 7.05 18 25.00 
24 ALLAHABAD BANK 1.07 18 0.65 18 27.7 16 78.87 26 26.00 
25 DENA BANK 1.99 25 1.16 26 29.36 23 -15.72 9 27.67 
26 UCO BANK 2.14 26 1.34 27 26.08 9 28.17 23 28.33 
26 — CENTRAL BANK ФЕ INDIA 1.70 24 0.94 25 29.72 24 -9.67 12 28.33 


Private Banks 


1 KARUR VYSYA SANKLTD. 0.23 2 0.14 3 25.94 5 -64.38 2 4.00 
2 BANK OF RAJASTHAN LTD. 0.24 3 0.11 à 30.10 9 -65.98 1 5.00 
3 . YESBANKLTD 0.00 1 0.00 1 27.67 8 0.00 8 6.00 
B SOUTH INDIAN BANK LTD. 0.98 6 0.57 7 29.12 3 -34.17 5 7.00 
5 CITY UNION BANK LTD. 1.09 9 0.68 9 24.37 1 27.19 6 8.33 
6 _ TAMILNAD MERCANTILE BANK LTD. 0.98 6 0.56 6 32.69 11 -41.42 E 9.00 
7 ~~ HDFCBANKLTD. 0.43 4 0.22 4 33.49 12 30.74 11 10.33 
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dadiaciadlto the development of =. 
Micro, Small & Medium Enterprises. 









To weave your dreams, to cast your ideas into reality... 


Avail assistance under our specially designed schemes: 






D | р Е СТ Finance at competitive interest rates for expansion, 
modernisation, technology upgradation and 
SCHEME diversification of your business unit. 
Гох Credit against bills/invoices raised on large & 
T RECEIVABLE Mid Corporates, PSUs, Contractors & 
SS FINANCE SCHEME other Service Enterprises. 









Credit to Micro Finance Institutions for on-lending 
and Capacity Building support for МЕБ. 


And more ... SIDBI 


чта erg чети fara d 
SMALL INDUSTRIES DEVELOPMENT BANK OF INDIA 












*Conditions apply 








Visit www.sidbi.in We empower Small & Medium Enterprises 








For assistance, call ot: Mumbai - 022 - 67531165, 22812340, 28353062, 25391298, New Delhi - 011 - 23682473-77, 
Chennai - 044 - 24330964, Kolkata - 033 - 22801382, Lucknow - 0522 - 2288546-50, 2286576, Ahmedabad - 079 - 27543062, Baroda - 0265 - 
2338680, Jaipur - 0141 - 2364792, Chandigarh - 0172 - 5000654-56, Hyderabad - 040 - 23235198, Bangalore - 080 - 22207225, Bhubaneshwar - 
0674 - 2404854, Kochi - 0484 - 2401378-79, Pune - 020 - 27474333. Aurangabad - 0240 - 2472494, Nagpur - 0712 - 2553201, Nashik - 0253 - 
5607853, Rajkot - 0281 - 2465083-86, Surat - 0261 - 2332165, Vapi - 0260 - 2401491, Gandhidham - 02836 - 228716-17. 


ИИА РАВНА 


ТҮ 


Кагиг Vysya Bank's deposit figure has crossed Rs. 10,000 cr 
to stand at Rs. 10,291 cr, making it the first Tamil Nadu-based 
private sector bank to achieve this distinction. 





KVB) Karur Vysya Bank 


ASSET QUALITY 


NNPAs/ RANK NNPAs/ RANK ТУТА ВАМК | GROUP 
ТА (%) МА (%) AVERAGE 





Private Banks 





AXIS BANK LTD.(LTh 0.72 5 0.36 5 3669 15 2115 9 1133 
JAMMU & KASHMIR BANK LTD. 1.13 10 0.68 9 2580 4 A480 2 1167 
| ICICIBANKLTL. 1.02 8 0.58 8 2643 6 8924 13 1167 
CENTURION BANK OF PUNJAB LTD. 1.26 12 075 12 2456 91.35 4 13.33 
RATNAKAR BANK LTD. 1.92 14 0.89 4 — 2751 7 2025 7 1400 
KARNATAKA BANK LTD. 122 11 071 11 3140 0 2681 10 — 1400 
DEVELOPMENT CREDIT BANK LTD. 164 — 13 0.83 3 3498 14 -48.05 з 1433 


KOTAK MAHINDRA BANK LTD. 


1.09 


13 1345.33 




















Foreign Banks 


ARAB BANGLADESH BANK LTD. 0 0.00 1 392 0.00 6 225 
2 save 0 0.00 1 1523 2 oo 6 250 
3 | MIZUHO CORPORATE BANK LTD. 0 0.00 1 1689 з 000 6 275 

1 DBSBANKLTD. 0 0.00 1 1776 4 0.00 8 3.00 
З BANKINTERNATIONAL INDONESIA 0 0.00 1 1858 в 000 6 350 
| 5 | BANK OFNOVA SCOTIA 0 0.00 1 2485 14 -100.00 1 425 
m KRUNG THÀI BANK PUBLIC CO. LTD. 0 0.00 1 228 2 оош 6 500 
[08 DEUTSCHE BANK AG NA 0.00 1 35.02 21 NA 5.50 
9 MASHREOBANKPSC 0 1 0.00 1 2534 в 000 6 60 
FW ANTWERP DIAMOND BANK N V 0 1 0.00 1 2539 п 000 6 625 
(ЛИН | oman INTERNATIONAL BANK 0 0.00 1 2643 9 000 6 675 
[012 | BANK OF AMERICA NATIONAL TRUST 0 0.00 1 2986 0 0 6 700 
[13 BARCLAYS BANK PLC. 0 0.00 1 42.97 2 0ш 6 — 750 
ae SOCIÉTÉ GENERALE 0 0.00 1 508 4 000 6 800 
15 | ABUDHABICOMMERCIAL BANK м 0.16 18 18.08 5 9324 2 1050 
| 16 BANK OF TOKYO-MITSUBISHI U F J LTD. NA 0.05 5 — 2173 10 0489 18 1075 
РС ` BANKOF BAHRAIN & KUWAIT BSC 042 1 0.05 15 2504 15 -9078 3 15 
138. INGWSYA BANKLTO. 0958 19 0.59 23 2348 и -3682 5 1450 
10 BANK OF CEVLON 1496 23 3.57 25 1863 7 4740 4 1415 
[20 | АВМ-АМВОВАМК М.И мм 0.07 17 1997 8 2920 2 1525 
ОД || UPMORGANCHASEBANKNATOMALASSN. 217 22 0.28 20 700? 25 МА 16.75 
2 нс 0.43 16 0.18 19 2570 HS 1л 19 1800 
(23 | STANDARD CHARTERED BANK T 5 073 24 2022 9 1397 21 1875 
[24 | CITIBANKN A. 102 2 0.51 ? 2414 13 4394 23 1950 
[025 | AMERICAN EXPRESS BANK LTD. ims 16 0.30 ?1 4845 29^ 512 20 2050 


42 | October 2007 | 


| Chartered Financial Analyst | 


"s 
5 BAN К] № AXIS Bank the new name of UTI Bank. The rest of the bank 
Z 


remains the same. The decision to re-brand the bank emanated ^ AXIS BANK 





was needed to move out of a scenario of brand confusion that was 
created by several shareholder-unrelated entities. 





MANAGEMENT 


TA/ RANK PPE RANK BPE GROUP 
DEP (%) (RS. LAKHS) (RS. LAKHS) г AVERAGE 


Public Sector Banks 






















— 1 _ STATE BANK OF TRAVANCORE ; 2 0.03 10 | | 5.50 
2 ов 144.09 0.08 2 Саз] И 73 26 750 
FE. STATE BANK OF PATIALA 7342 6 0.03 10 6.00 4 1965 11 7.75 
4 UNIONBANK OF INDIA 73.24 7 0.03 10 5.09 8 2268 7 80% 
mn BANK OF INDIA 71.18 10 0.03 10 4.98 0 2060 9 975 
(5. INDIAN OVERSEAS BANK 68.46 17 0.04 5 4.67 4 2732 EUM SS 
LÀ STATE BANK OF HYDERABAD 67.73 18 0.04 5 474 3 2532 5 1025 
STATE BANK OF INDORE 76.85 4 0.03 10 477 12 1609 15 1025 

_ 9 | ТАТЕВАМК OF MYSORE 7477 5 0.03 10 3.98 21 235 в 1050 
Bae CORPORATION BANK 70.71 11 0.05 4 6.37 3 1180 24 1050 
— 9. CANARABANK 69.18 14 0.03 10 5.49 6 18.77 12 1050 
= STATE BANK OF BIKANER & JAIPUR 72.07 9 0.03 10 3.68 2 2764 2 1075 
ALLAHABAD BANK 69.34 13 0.04 5 4.56 17 1973 100 125 

| ANDHRABANK 67.28 20 0.04 5 5.36 Г 1566 16 1200 

| ORIENTAL BANK OF COMMERCE 68.97 16 0.06 3 7.43 2 6.97 27 1200 

| SYNDICATE BANK 65.71 23 0.03 10 4.89 11 2259 8 1300 

| PUNJAB NATIONAL BANK 69.07 15 0.03 10 4.07 9 1790 13 1425 

INDIAN BANK 61.71 26 0.04 5 3.64 23 2580 4 — 1450 

BANK OF BARODA 66.94 21 0.03 10 5.55 5 1215 23 1475 

UCO BANK 72.45 8 0.01 25 4.64 15 1759 14 1550 

STATE BANK OF INDIA 77.46 3 0.02 22 3.57 24 1522 18 1675 

! UNITED BANK OF INDIA 59.61 27 1.59 3.50 25 1528 17 1750 

| VUAYABANK 64.42 24 0.03 10 4.55 18 1429 19 1775 
L24 | BANKOF MAHARASHTRA 67.57 19 0.02 22 4.05 20 1378 20 2026 
25 DENABANK 66.10 22 0.02 22 4.58 16 1262 2 2050 
26 STATEBANK OF SAURASHTRA 70.11 12 0.01 25 343 26 782 25 2200 
CENTRAL BANK OF INDIA 62.57 25 0.01 25 3.04 27 1349 21 2450 

Private Banks 












1 ICICIBANKLTD. 84.97 2 3.75 
2 | HDFCBANKLTD 68.74 7 0.06 3 6.07 1766 3 400 
5 AXIS BANK LTD. (UTI) 62.73 12 0.08 2 10.24 2 17.62 4 5.00 
M KARUR VYSYA BANK LTD. 75.38 5 0.05 4 4.89 7 1653 - 5.25 
EU YES BANK LTD. 76.51 3 0.04 6 5.30 5 129 10 6.00 
| CITY UNION BANK LTD. 70.84 6 0.04 6 3.50 11 21.93 2 6.25 
E JAMMU & KASHMIR BANKLTD. 67.79 9 0.04 6 5.80 4 1435 3 6.75 
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-BANKING 


7 Swiss Finance Corp. Mauritius Ltd., a unit of UBS, bought the stake in the Pune, UB S 
Maharashtra-based lender firm Citigroup Global Markets Mauritius Pvt. Ltd. 


MANAGEMENT 





TA/ RANK PPE RANK BPE GROUP 
DEP (%) (RS. LAKHS) (RS. LAKHS) AVERAGE 






Private Banks 





7 KARNATAKA BANK LTD. 68.05 8 0.04 5 5.24 6 15.07 7 6.75 

| TAMILNAD MERCANTILE BANK LTD. 67.22 10 0.05 4 4.51 8 13.78 9 7.75 

10 BANK OF RAJASTHAN LTD. 52.74 15 0.03 10 4.01 10 28.60 1 9.00 
11 CENTURION BANK OF PUNJAB LTD 75.49 4 0.02 13 4.20 9 8.83 12 9.50 
12 . KOTAK MAHINDRA BANK LTD. 99.31 1 0.03 10 0.01 15 8.46 13 9.75 
_ 13 SOUTH INDIAN BANK LTD. 64.70 11 0.03 10 0.05 13 15.33 6 10.00 
14 RATNAKAR BANK LTD. 60.53 13 0.01 14 2.54 12 274 14 13.25 
15 . DEVELOPMENT CREDIT BANK LTD. 60.21 14 0.00 15 0.04 14 770 15 14.50 


Foreign Banks 


1 — BANK OF AMERICA NATIONAL TRUST 107.29 7 0.69 ? 1921 3 1369 5 4.25 
2 . BANKOFNOVA SCOTIA 149.73 4 0.39 6 23.11 1 9.85 10 5.25 
2 © ANTWERP DIAMOND BANK МУ 696.92 0.56 4 2072 2 782 14 5.25 
1 EANKOFTOKYO-MITSUBISHI ЈЕ J LTD. 165.39 3 0.35 9 1781 5 7.83 13 7.50 
| 5 CITIBANKNA. 86.76 10 0.17 14 — 1860 7 1781 3 850 
6 ЈРМОВВАМСНАЗЕ ВАМК, NATIONAL ASSN. ^ — 47.96 16 0.82 1 11.22 10 1115 8 8.75 
_ 7 STANDARD CHARTERED BANK 88.09 9 0.20 12 9,24 14 2801 9.00 
| 8 SHINHANBANK 65.61 14 0.25 10 1433 6 1282 7 9.25 
8 — ABN-AMROBANKN.V 114.93 6 0.11 18 1012 11 1788 2 9.25 
10 DEUTSCHE BANKAG 70.86 12 0.21 и SM 9 1094 9 1025 
Ой нас 66.45 13 0.14 16 ` 980 ВА 1723 4 1150 
_ 12 — DBSBANKLTD. 32.06 21 0.40 5 1003 12 9.10 1 1225 
C 13 MIZUHO CORPORATE BANKLTD. 245.41 2 0.15 15 9.19 15 0.98 21 1325 
— 14 MASHREOBANKPSC 93.07 8 0.65 3 4.40 21 -3.23 22 13.50 
_ 18 ЗОСЕТЕ GENERALE 34.13 20 0.19 13 13.16 8 5.25 17 14.50 
_ 16 — 3ANK INTERNATIONAL INDONESIA 5.99 24 0,37 7 0.97 25 13.36 6 1550 
| 17 AFABBANGLADESH BANK LTD. 134.77 5 0.09 19 2,00 4 599 15 1575 
- 48 — NGVYSYABANKLTD. 77.67 11 0,02 23 4.86 20 8.52 12 1650 
_ 19  ABUDHABICOMMERCIAL BANK 42.94 19 0.05 21 18.66 4 — -1097 24 17.00 
20 BARCLAYS BANK PLC. 17.10 23 0.36 8 281 22 571 16 75 
| 21 BANKOFCEYLON 4732 17 0.09 19 5.79 17 370 18 1775 
22 KRUNG THAI BANK PUBLIC CO. LTD. 2123 22 0.13 17 5.39 18 342 19 1900 
08 AMERICAN EXPRESS BANK LTD. 59.80 15 0.03 22 2.17 23 1.24 20 2000 
| 24 BANK OF BAHRAIN & KUWAIT BSC 45.91 18 0.11 25 7.04 16 -53.05 25 21.00 
025 OMANINTERNATIONAL BANK 0.91 25 -0.06 24 5.29 19 — -362 28 2275 
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www.sbhyd.com | Helpline: 1800-4254055 








SBH HOME LOANS 


Permanent | 
| address guaranteed. 
| 














e» S BH You can always bank on us. 


State Bank of Hyderabad 


OBM 3734 





For details contact your nearest branch. 


Conditions apply 





-BANKING 


ICICI Bank in a tie-up with Reliance communications is offering money 
transfer services over mobile phones across the country. In another tie-up 
with Gitanjali Group, it has launched the first Jewelry Сага’ in India. 


EARNINGS QUALITY 





PAT RANK 


SPREAD JAA (%) 


RANK 












1 INDIAN BANK EE 7600 6 199 073 1 
ER: STATE BANK OF TRAVANCORE 187 18 эх 5 | 298 5 05 5 
_ 3 ANDHRABANK ERE от 22 ИЕ 05 7 
+: INDIAN CVERSEAS BANK П 2и «4130 от з 
5 UNITED BANK OF INDIA 197 13 4226 11 278 9 036 19 
6 VUAABANK 195 14 9590 4 253 19 034 20 
1118... CENTRAL BANK OFINDIA 158 24 P 265 14 025 23 
LB PUNJAB NATIONAL BANK HUS ло 15 59 | 05 в 

- BANK OF BARODA 194 15 1034 3 264 15 039 17 

9 ОЕМАВАМК 224 6 P ED И) 025 23 

9 ORPORATION BANK Save, 1459 17 261 16 045 13 
© STATEBANK OF PATIALA 205 5 7116 7 233 24 052 10 

13 САМАВАВАМ 201 12 1291 18 242 20 047 12 
14 SYNDICATE BANK 175 22 3006 13 241 21 044 14 
14 — STATE BANK OF HYDERABAD арт 5.65 19 276 10 066 4 

(14 | STATE BANK OFEIKANER & JAIPUR 204 11 6745 9 #31 4 068 2 

_ ALLAHABAD BANK 184 20 408 20 259 17 053 8 
3 ы UNION BANK OF INDIA EIU 2432 16 271 12 0.52 10 

|9 STATE BANK OF MYSORE 209 10 13989 2 26 13 053 8 

_20 BANK OF MAHARASHTRA МЕС 72943 11008 4$ 032 21 
||| UC BANK 14 Ж 3012 12 26 26 027 2 

| BANK OF INDIA 189 17 5528 10 259 17 043 15 
ЗТАТЕ BANK OF SAURASHTRA 148 25 P 240 м 02 27 

A ni 097 27 P 063 27 024 26 

(25 | ORIENTAL BANK OF COMMERCE 18 16 -6155 23 | 229 5 025 23 
-26 | УМТЕВАМКОЕМОА ШО зо л 28 7 о 16 

-27 — 5ТАТЕВАМК OF INDORE 179 21 6898 8 235 99) 039 17 

Private Banks 
CITY UNION BANK LTD. DEUS ми БИШЕ 9 оз 2 
Ens TAWILNAD MERCANTILE ЗАМК LTD. ZEN 352 120 074 з 

5 JAMMU& KASHMIR BANK LTC. 230 6 5692 4 268 9 050 7 
Be KARUR VYSYA BANK LTD. 262 4 1814 7 33 5 080 1 
5 _ RATNAKAR BANK LTD. 099 14 144444 1 323 4 013 14 

6 SOUTH INDIAN BANK LTD. 213 9 15766 2 269 8 04 10 

7 HDFCBANKLTO. В 70 ОШО 2 ов 4 
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Я ICICI Bank 


МП RANK GROUP 


AVERAGE 


МИП RANK 
(%) 


8387 24 541 1 650 
9022 5 906 15 950 
8639 16 718 7 1067 
8753 13 1067 18 1067 
8879 9 573 4 1150 
8032 7 552 2 1167 
9173 1 782 8 1167 
85.66 19 1296 23 1267 
867 15 87 10 1347 
8202 27 928 12 1347 
8673 14 945 13 1317 
877 12 1076 19 1350 
8826 10 654 6 1367 
9000 4 597 5 1383 
85.24 21 1215 22 1383 
8356 26 1533 27 1383 
031 3 955 14 1433 
8581 18 1115 20 1450 
8377 25 1423 26 1467 
86.35 17 987 17 1517 
9062 2 565 3 1583 
8556 20 973 16 1650 
8885 8 1115 20 1683 
8797 11 911 11 1700 
9000 6 835 9 1767 
841 23 1375 24 1900 
8439 22 1392 25 2000 
8702 6 467 2 400 
8736 4 739 5 433 
9222 2 590 3 517 
8559 7 1316 в 5.33 
934 1 366 1 583 
8898 3 643 4 600 
7962 10 2023 13 667 
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<BAN К] № Bank of Nova Scotia increased its domestic wealth management 


platform, after agreeing to buy an 18% stake in DundeeWealth (DW/TSX) $ Scotiabank 
with a right to acquire 2096 for $348 mn. 





EARNINGS QUALITY 


ОР/ ВАК „Ат RANK PAT RANK уп RANK ММП RANK | GROUP 
А\МЕ (%) (%) SPREAD RANK дд (%) %) (%) AVERAGE 





Private Banks 








5 KARNATAKA BANKLTD. 231 5 057 11 259 М 057 5 875 5 16 7 73 
AAO AXIS BANK LTD.(UT) 27 7 34 6 214 13 045 9 8217 9 1748 9 ваз 
7 ves BANK LTD. 219 8 5866 3 154 15 057 5 7454 14 1970 12 950 
12 KOTAK MAHINDRA BANK LTD. 188 12 187 10 329 3 оз 12 7902 11 1874 10 967 
CENTURION BANK OF PUNJAB LTD. 186 13 р 33 7 034 13 7427 15 2424 15 1050 
DEVELOPMENT CREDIT BANK LTD. 091 15 L 226 12 4020 15 7738 12 1933 11 1083 
|CICIBANKLTD. 205 10 828 8 12 14 043 10 7705 13 2191 14 1150 
Foreign Banks 

BANK INTERNATIONAL INDONESIA 638 5 р 8508 4 зз 1 65385 2| ол 1 6533 

|| BANK OF TOKYO-MITSUBISHI U F J LTD. 47 9 р 332 12 090 7 7743 9 1921 11 800 
A KRUNG THAI BANK PUBLIC CO. LTD. 269 20 -58.20 18 519 3 079 11 9296 2 68 з 950 
| 3 | STANDARD CHARTERED BANK 55 7 зл 9 406 6 116 5 7058 17 2065 13 950 
|$ SHNHANBANK 352 15 1837 15 353 11 062 13 8979 3 950 5 1033 
118. ANTWERP DIAMOND BANK N V 294 17 5891 6 273 17 081 8 8527 6 1307 9 1050 
ШЕ нас 40 11 5301 8 417 5 080 9 7064 16 2409 15 1087 
_ В | BANKOF AMERICA NATIONAL TRUST 54 6 3103 12 8395 8 151 з 6234 18 3245 19 1100 
D BS BANKLTD. 324 16 36001 3 231 20 080 9 8011 8 1952 12 1133 

ARAB BANGLADESH BANK LTD. 674 3  -1429 16 559 2 17 2 4819 29 4499 22 1133 

BANK OF CEYLON 365 13 38140 2 377 10 060 14 7173 15 2435 16 1167 

MIZUHO CORPORATE BANK LTD. 412 10 6335 5 314 13 024 19 7651 10 2349 14 11.83 

= CITIBANK N A. 398 12 2816 13 405 7 073 12 7485 12 2501 17 1217 
| INGWSYA BANKLTD. 133 23 124040 1 281 16 022 20 8492 7 1164 7 1233 

14 | MASHREOBANKPSC 647 4 L 62 1 ом 24 5272 22 4721 23 1233 
16 5 OMAN INTERNATIONAL BANK 047 25 L 125 25 043 22 9563 1 43 2 1250 
Bs BANK OF BAHRAIN & KUWAIT BSC 189 22 L 264 18 20 25 8720 5 1204 8 1300 
“47 JPMORGANCHASEBANKNATIONALASSN. — 801 1 3428 11 244 19 102 6 5556 20 4426 21 1300 
_ 19 ABU DHABI COMMERCIAL BANK 133 23 L 181 24 -057 23 8978 4 1020 6 1333 
ж. ABN-AMRO BANK N.V, 363 14 3520 10 38 9 057 15 7179 14 2778 18 133 
(21 | BANKOFNOVASCOTIA 273 19 11541 4 192 22 050 16 7628 11 1769 10 1367 
ts SOCIÉTÉ GÉNÉRALE 187 21 5482 7 182 23 036 18 7368 13 948 4 1433 
[023 | BARCLAYS BANK PLC. 760 2 3963 17 213 21 150 4 3807 25 6349 25 1567 
24 DEUTSCHE BANK AG 282 18 2032 14 28 15 048 17 5983 19 3531 20 1717 
| 25 AMERICAN EXPRESS BANK LTD. 429 в -9293 19 303 14 005 21 4587 24 5377 24 1833 


P: Turned profitable; L: Went into losses 
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Oriental Bank of Commerce and IDBI Capital Market Services Ltd., have signed 
an MoU to offer online trading to bank customers through a web portal. It has also 
joined hands with Canara Bank and HSBC to set up a life insurance company. 





TOES ИЖИ ТЕГЕ ET MEN UNE QE IT. 
(96) i (%) (%) AVERAGE 











1 BANK OF BARODA 185.12 2 14.63 4 12.77 1 18.34 25 0.87 2 6.80 
2 STATE BANK OF BIKANER & JAIPUR 179.72 3 15.33 3 12.65 3 24.08 11 0.28 19 7.80 
3 INDIAN OVERSEAS BANK 131.75 8 13.06 7 10.91 6 25.50 4 0.31 16 820 
4 BANK OF INDIA 185.84 1 14.52 5 12.25 4 18.17 26 0.56 7 860 
5 INDIAN BANK 132.63 6 10.23 19 8.58 19 29.28 1 0.96 1 9.20 
6 UNITED BANK OF INDIA 108.37 16 11.53 12 10.13 E 27.17 2 0.51 9 960 
7 SYNDICATE BANK 124.80 10 12.08 8 10.64 7 25.25 5 0.20 23 10.60 
8 STATE BANK OF MYSORE 132.40 7 11.07 15 9.08 16 24.24 S 0.56 7 10.80 
8 VIJAYA BANK 121.55 11 13.48 6 11.97 5 22.95 15 0.16 25 12.40 
10 CORPORATION BANK 99.14 18 15.86 2 12.74 2 21.95 21 0.23 21 12.80 
11 CENTRAL BANK OF INDIA 103.37 17 10.65 18 9.44 13 23.17 14 0.81 3 13.00 
11 CANARA BANK 131.57 9 11.50 13 9.86 10 22.47 19 0.39 14 13.00 
13 ORIENTAL BANK OF COMMERCE 118.11 13 11.73 10 10.16 8 22.30 20 0.32 15 13.20 
14 STATE BANK OF PATIALA 138.33 5 10.06 21 8.28 23 24.43 7 0.49 11 13.40 
15 PUNJAB NATIONAL ЗАМК 95.02 22 11.19 14 9.63 12 22.54 17 0.61 5 14.00 
16 — STATEBANK OF SAURASHTRA 96.85 21 11.62 11 9.75 11 24.90 6 0.17 24 14.60 
17 . STATEBANK OF HYDERABAD 89.77 24 10.99 16 9.30 14 26.89 3 0.22 22 15.80 
18 DENABANK 85.9) 25 10.18 20 8.96 17 24.13 10 0.51 9 16.20 
18 STATE BANK OF INDIA 63.38 27 11.93 9 9.17 15 20.87 24 0.59 6 16.20 
20 STATE BANK OF TRAVANCORE 155.35 4 8.56 26 6.97 26 24.31 8 0.25 20 16.80 
21 ANDHRA BANK 109.89 15 9.71 24 8.46 21 23.88 13 0.31 16 17.80 
21 STATE BANK OF INDORE 118.74 12 10.88 17 8.86 18 22.88 16 0.14 26 17.80 
23 UCO BANK 113.54 14 9.58 25 8.30 22 22.53 18 0.47 13 18.40 
24 BANK OF MAHARASHTRA 81.07 26 9.85 23 8.57 20 23.89 12 0.30 18 19.80 
25 UNION BANK OFINDIA 97.72 20 9.89 22 8.20 24 21.80 22 0.48 12 20.00 
26 IDBI 98.89 19 15.94 1 6.66 27 15.59 27 0.02 27 20.20 
| 27 ALLAHABAD BANK 89.99 23 8.30 27 7.30 25 21.64 23 0.68 4 20.40 
Private Banks 

1 SOUTH INDIAN BANK LTD. 314.19 1 15.90 4 14.25 3 21.47 7 0.29 4 3.8 
1 BANK OF RAJASTHAN LTD. 178.08 3 22.74 2 20.31 2 20.58 11 0.67 1 3.8 
3 RATNAKAR BANX LTD. 160.33 5 27.91 1 21.31 1 19.27 15 0.01 С 6.2 
4 DEVELOPMENT CREDIT BANK LTD. 88.35 8 10.59 10 8.86 10 25.91 2 0.49 3 6.6 
5 YES BANK LTD 310.86 2 15.73 5 11.64 5 19.38 13 0.00 10 7 
5 ICICIBANK LTD. 173.66 4 16.10 3 10.75 6 19.60 12 0.00 10 7 
7 JAMMU & KASHMIR BANK LTD. 103.87 7 14.34 6 12.62 4 19.31 14 0.14 6 7.4 
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New Schemes 
Launches 


a ||| 


A Special Term Deposit Scheme for 1200 Days 


ed Period Offer 











Eligibility: 
Individuals, HUF, Educational Institutions, 
Charitable Trusts, Societies 


| Rate of Interest 





эг Senior Citizens 


* 


Eligibility : AII New Current Accounts 














Minimum Amount : Rs.5000/- (Urban Metropolitan) 
N Rs.1000/- (Rural & Semi Urban) 


A Add-on facilities: 
ы • Free ATM Debit Card 
* Free Personal Accident Insurance Cover of Rs.1 lac (1st year) 
* 100% Waiver of ABB Charges in 1st year 
* Free Internet, Tele-Banking. 
• No Demat A/C Maintenance Charges. 


# Conditions Apply 


Lour Toll Free No. 1800 180 1235 


ORIENTAL BANK OF COMMERCE 


ere every individual is committed 







Visit us at www.obcindia.com 


АСАЛ 
Vam 


Tamilnad Mercantile Bank has entered into an agreement with the UAE 4 
2 Exchange Center to offer money transfer and speed remittance services. It has 5 : 
introduced a new loan product called SME Credit to cater to the exclusive needs 

ofthe SME sector. (2) 






-BANKING 





LIQUIDITY 


RANK | [АТО RANK [АТА 
| (%) (%) (%) 


RANK | G-SEC/TA RANK AS/TA RANK | GROUP 
(%) AVERAGE 





Private Banks 


VE = 





8 _ KARNATAKA BANK LTD. 4 

L^ НОЕС ВАМК ЕТО. 3 

| CITY UNION BANK LTD. В 10 1 BB B os з DM o» 
10 AXIS BANK LTD. (UT) BRUM ur о бо 24 5 o 
12 _ KOTAK MAHINDRA BANKLTD. SR MEE 115 в 85 35 24 1 М 92 
13 — KARUR WSYA BANK LTD. EEUU o и EM M лї 57 ЛОЛЕ эв 
"44 CENTURION BANK OF PUNJAB LTD. Pere 102 12 И JN 2116 ol 10.4 
15 TAMILNAD MERCANTILE BANK LTD. КИМИ 79 15 О М 20% 10 ШШШ 1 








__ BANK INTERNATIONAL INDONESIA 00504 5 44020 1! М 1 59 25 800 ^ вв 

2 MASHREQBANKPSC NISUS 1521 4 М 198 02195 7 
З OMANINTERNATIONAL BANK НИМ 54 з or oM 74 
4 BARCLAYS BANK PLC. 1459158 — 1 106.32 6 348 8 1732 16 006 8 78 
(05 ABUDHABICOMMERCIAL BANK КО в бат 12 44 B 177 5179 ве 
05 DBSBANKLTD. МОМА ою 7l М пт о sc 
7 _ ANTWERP DIAMOND BANK N V Wei. 138.79 2 1208 17 254 3 00 в 
| KRUNG THAI BANK PUBLIC CO. LTD. Bie 11747 50 ШВ 2 153 о 1890 e’ 
| SHINHAN BANK ВИ 157 3) МО оон ла ә 
_ BANK OFBAHRAIN & KUWAIT BSC BENE x» 14 ИУ м ИЕ о 
is BANK OF CEYLON МО и s o. 44M МЧ onm м Е о 

{ SOCIÉTÉ GENERALE 295329 — 3 7872 10 309 10 168 18 00 9 10 
DEUTSCHE BANK AG 10459 — 16 7217 11 2843 12 2420 5 000 9 106 
14 ARAB BANGLADESH BANK LTD. 1718 15 904 в 3124 9 109 2 00 9 128 
15 CITIBANKNA, ОИ зз v О олп 3 136 
16 — BANKOFAMERICA NATIONAL TRUST 5054 21 3548 16 1526 14 2129 9 00 9 138 
T7 нас ИШ 220 — 10 МЕ О Б вы З 144 
18 JPMORGANCHASEBANKNATIONALASSN. — 3629 23 1911 19 511 24 5631 1 00 9 152 
18 MIZUHO CORPORATE BANK LTD. ШИ М 30 5 Ш № зы — 200) 000 15.2 
1748... BANKOFNOVASCOTIA ИЕ № 115 з ШО 220 тИ 152 
10 INGWSYAEANKLTO. 8406 — 17 102 24 825 19 2097 10 00 9 158 
[022 ABN-AMRO ЗАМКНМ 6286 20 1442 20 719 20 1998 1! 00 9 16 
23 | AMERICAN EXPRESS BANK LTD. NE UM тв ж ЮЖО № 20 в M 14 
(24 | BANK OF TOKYO-MITSUBISHI U F J LTD. ПИ ОШ 135 л Ш 175 14 ИЦ 176 
5 _ STANDARD CHARTERED BANK МАМА пв 2 | vo 17 АЙ 182 
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“BANKING 


IDBI, Federal Bank and Fortis have signed a Joint 
Venture Agreement to establish a new life insurance 


company, which will offer a full range of life insurance and 


long-term savings products to customers. 


COMPOSITE RANKING 


CAPITALADEQUACY ASSET QUALITY MANAGEMENT 


4) IDBI BANK 


EARNINGS LIQUIDITY COMPOSITE AVG. 





Public Sector Banks 





STATE BANK OF MYSORE 
INDIAN BANK 






STATE BANK OF HYDERABAD 


TH 
Hi 4 — INDIAN OVERSEAS BANK 
Ж 


— BANKOFBARODA 


STATE BANK OF PATIALA 


BANK OFINDIA 

STATE BANK OF BIKANER & JAIPUR 
PEE ORIENTAL BANK OF COMMERCE 
10 CORPORATION BANK 


EX STATE BANK OF TRAVANCORE 
| 12 САМАВАВАК 

| STATE BANK OF INDORE 

| UNION BANK OF INDIA 
ANDHRA BANK 
SYNDICATE BANK 
UNITED BANK OF INDIA 
STATE BANK OF SAURASHTRA 
PUNJAB NATIONAL BANK 

| WIAYABANK 

|| ALLAHABAD BANK 

ов 

|| STATEBANKOFINDIA 

024 | UCO BANK 

25 | BANKOF MAHARASHTRA 

| 26 DENABANK 

"27 | CENTRAL BANK OF INDIA 








m го 
3 BT SW 





| KARUR VYSYA BANK LTD. 
xd CITY UNION BANK LTD. 


e SOUTH INDIAN BANK LTD. 


| JAMMU & KASHMIR BANK LTD. 


E YES BANK LTD. 


ds TAMILNAD MERCANTILE BANK LTD. 


—— HDFCBANKLTD. 


~ 
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13.75 9.33 10.50 
14.50 12.00 14.50 
10.50 10.67 10.25 
12.75 19.00 9.75 
15.75 11.67 14.75 
9.75 18.33 7.75 
20.25 10.00 9.75 
9.25 21.67 10.75 
8.25 16.67 12.00 
15.00 12.67 10.50 
11.25 19.67 5.50 
10.50 20.33 10.50 
12.75 14.00 10.25 
12.75 16.67 8.00 
15.50 13.00 12.00 
16.00 21.33 13.00 
17.25 16.67 17.50 
11.50 12.67 22.00 
11.75 23.33 14.25 
17.75 17.33 17.75 
10.25 26.00 11.25 
16.00 25.00 7.50 
16.50 25.00 16.75 
15.00 28.33 15.50 
14.50 24.33 20.25 
16.50 27.67 20.50 
22.00 28.33 24.50 
Private Banks 
3.25 4 5.25 
3.25 8.33 6.25 
6.75 7 10.00 
5.75 11.67 6.75 
9 6 6.00 
6.5 9 7.75 
9.5 10.33 4.00 





9.50 10.80 10.78 
6.50 9.20 11.34 
10.67 15.80 11.58 
10.67 8.20 12.07 
11.50 6.80 12.09 
11.67 13.40 12.18 
13.17 8.60 12.35 
12.67 7.80 12.43 
13.17 13.20 12.66 
13.17 12.80 12.83 
11.67 16.80 12.98 
13.50 13.00 13.57 
14.33 17.80 13.83 
13.83 20.00 14.25 
13.67 17.80 14.39 
13.83 10.60 14.95 
13.83 9.60 14.97 
15.17 14.60 15.19 
14.50 14.00 15.57 
14.67 12.40 15.98 
15.83 20.40 16.75 
16.50 20.20 17.04 
17.00 16.20 18.29 
16.83 18.40 18.81 
19.00 19.80 19.58 
17.67 16.20 19.71 
20.00 13.00 21.57 
5.33 9.80 5.53 
4 9.00 6.17 

6 3.80 6.71 
5.16 7.4 7.35 
9.5 7.00 7.50 
4.33 11.00 7.72 
6.66 8.40 7.78 
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2 В АМ К] NG South Indian Bank has recently tied up with UTI Mutual Fund for 
а distribution of the latter's schemes. It has also announced 
= the 'bancassurance' deal with Bajaj Allianz 


General Insurance Company Limited. 
CAPITALADEQUACY | ASSET QUALITY MANAGEMENT EARNINGS LIQUIDITY COMPOSITE AVG. 





isi "Ltd. 





Private Banks 





EX : ICICIBANK LTD. 975 11.67 375 115 7 873 
740 KARNATAKA BANK LTD. 8.25 14 6.75 733 82 891 
11 RATNAKAR BANK LTD. 7 14 13.25 5.83 6.20 9.26 
(32 AXIS BANKLTD. 1275 11.33 5.00 8.83 9.00 9.38 
| 19 CENTURION BANK OF PUNJAB LTD. | 7 13.33 9.50 10.5 10.40 10.15 
"44 KOTAK MAHINDRA BANK LTD. 8.5 19.33 975 9.66 9.20 11.29 
45 DEVELOPMENT CREDIT BANK LTD. 1075 1433 14.50 10.83 6.60 1140 





Т ANTWERP DIAMOND BANK NV | 875 6.25 5.25 10.50 8.80 791 
2 SHNHANBANK 11.50 2.50 9.25 10.33 9.00 8.52 
(3 BANK INTERNATIONAL INDONESIA 14.25 3.50 15.50 5.33 6.80 9.08 
1 MASHREOBANKP SC 8.50 6.00 13.50 12.33 7.00 9.47 


^ "у. чу t 


ARAB BANGLADESH BANK LTD. 5.50 2.25 15.75 11.33 12.80 9.53 
| BANK OF NOVA SCOTIA 1075 4.25 5.25 13.67 15.20 982 
__ BANK OF AMERICA NATIONAL TRUST 14.00 7.00 4.25 11.00 13.80 10.01 
— 8 — DBSBANKLTD. 15.00 3.00 12.25 11.33 8.60 10.04 


=. 





= 
У 7 ~ 
D г. = 
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Я MIZUHO CORPORATE BANK LTD. 8.00 275 13.25 11.83 15.20 10.21 
L 10 KRUNG THAI BANK PUBLIC CO. LTD. 11.00 5.00 19,00 9.50 900 10.70 
LA BANK OF TOKYO-MITSUBISHI U F J LTD. 9.75 10.75 7.50 8.00 17.60 10.72 
— 10 ABUDHABI COMMERCIAL BANK 13.00 10.50 17.00 13.33 8.60 12.49 

} OMAN INTERNATIONAL BANK 14.00 6.75 22.75 12.50 7.40 12.68 
4 BANK OF BAHRAIN & KUWAIT BSC 900 11.75 21.00 13.00 9.00 12.75 
44 DEUTSCHE BANK AG 202 5.50 10.25 1747 10.60 12.75 
"46 BANK OF CEYLON 11.50 14.75 17.75 11.67 10.00 13.13 
A BARCLAYS BANK PLC. 17.50 7.50 17.25 15.67 7.80 13.14 
18 — SOCIÉTÉ GÉNÉRALE 19.00 8.00 14.50 14.33 10.00 13.17 
ru ABN-AMRO BANK NV (0 125 15.25 9.25 13.33 16.00 13.32 
(20 CITBANKNA 13.00 19.50 8.50 1247 13.60 18.35 
2 нас | 1450 18.00 11.50 10.67 1440 13.81 
122 | STANDARD CHARTERED BANK 14.00 18.75 9.00 9.50 18.20 13.89 
(23 | JPMORGANCHASEGANK NATIONAL ASSN. — — 1725. 16.75 8.75 18.00 15.20 14.19 
(024 INGWSYABANKLTO. _ 13.00 14.50 16.50 1233 15.80 1443 
| 25 = AMERICAN EXPRESS BANK LTD. 171% 20.50 20.00 18.33 1740 1870 
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А 


‘One УШШ 
Accessible Countrywide 


Anywhere 










A wonder account that will come in 
handy for the traveling people. TMB 
Premium savings bank account 
offers enormous benefits one 
cannot imagine. In short you are 
carrying the account with you 
wherever you travel. 


To earn 
higher interest 
on deposits 
SMS "TMB55" 
to “5667733” 


9M, 





ЕТО. 1921 















Roams with you wherever you go With you wherever you go 


TMB 


Premium s 


Savings Account = 





Special Features 

e Free multicity cheque leaves 

e Free Cash deposit or withdrawal at all 190 branches 
e Free TMB Surabhi ATM Card 


e Free cash withdrawal upto Rs. 30,000/- per day from 14300+ 
ATMs all over country 


e Free Accidental Insurance coverage of Rs.1 lac 

e Free annual maintenance charges for DEMAT Account 
e Free Intracity Clearing / Payment 

e Free & Speedy collection of outstation cheques 

e No folio charges 

e Nominal charges for varied services 

e Minimum quarterly average balance of Rs. 5,000/- 


$ Tamilnad Mercantile Bank Ltd. 


Customer Oriented & Committed to Excellence 
Regd. Office : 57, V.E.Road, Thoothukudi-628 002 Website.www.tmb.in 








e Conditions apply 


“BANKING 


Bank of Baroda posted 10396 y-o-y increase in net profits to Rs. 3.3 bn. 
As a part of its strategy to promote global presence, it has opened another 
branch in South Africa and is planning to further expand its Gulf operations. 


ADDITIONAL INDICATORS 


TOTALINCOME ІМТЕВЕЅТІМСОМЕ 





2) qa 3iim ЕГА] 
| Bank of Baroda 








(Rs. Cr) 


OPERATING 
PROFIT 


Public Sector Banks 


DEPOSITS ADVANCES TOTAL ASSETS 








1 | STATE BANK OF INDIA 4695477 39491.00 454131 278567 43552109 33733649 56680614 
2 CANARABANK 1287587 1136456 1420,81 798324 14238144 9850569 16609908 
PUNJAB NATIONAL BANK 1346945 1153747 154008 796293 13985968 9659652 16252943 
| BANKOF BARODA 10625.47 921264 102646 628808 12491598 8362087 14314618 
| BANKOFINDIA 1072733 917876 1123177 616376 11988173 853359 142036.99 
08 7213.53 634542 63031 2431.88 4335403 6247081 10383929 
__ UNION BANK OF INDIA 8603.35 7382.18 845.39 559363 8518020 6238643 10277967 
CENTRAL BANK OF INDIA 6796.33 6234.21 498.01 418235 8277628 5179547 9334366 
SYNDICATE BANK 6691.69 ^ 6040.07 716.06 4119.99 7863357 5167044 89277.36 
| INDIAN OVERSEAS BANK 6662.71 5832.07 1083 4223.65 6874042 4706028 82326.17 
| UCO BANK 5868.07 531785 3161 347664 6486001 4698892 74863.91 
ORIENTAL BANK OF COMMERCE 5735.16 5164.9 580.81 3786.38 6399597 4413847 73996.29 
13 ALLAHABAD BANK 5407.82 488387 750.14 375843 5954.66 4129004 6767594 
44 INDIANBANK 510871 4284.65 759.77 261750 4709091 29058109 56148.66 
* CORPORATION BANK 395481 3430417 536.14 248514 4235689 29949.65 52720,66 
STATE BANK OF HYDERABAD 4093.77 3489.35 555 264957 4150267 2810925 49052.31 
| * STATE BANK OF PATIALA 3614.69 3170.16 366.53 254212 39183.63 2876977 4759033 
38 — ANDHRABANK 3837.43 3315.33 475.08 2325 41454.02 27889.07 47557 9 
| УААВАМК 3160.81 2823.11 33134 181853 37045 24223.55 42357.57 
"UNITED BANK OF INDIA 3213 285274 267.28 174695 37166.66 221532 4230975 
(21 | EANKOFMAHARASHTRA 315246 2722.04 27184 171488 33919.34 2291938 3900948 
“22 | STATE BANK OF TRAVANCORE 3139.24 283226 326.28 2037820 3098401 2478628 38049.19 
03 STATEBANK OF BIKANER & JAIPUR 2990693 2504.27 3058 193744 2848049 2052622 34507.48 
24 | DENABANK 2582.97 2118.52 201.56 120276 27689.91 1830339 31450.64 
25 ЗТАТЕВАМКОРМУЗОРЕ 21556 1805.78 24823 133021 2202235 1646553 26842,66 
06 ЗТТЕВАМКОРМООВЕ 2023.46 1707.55 189.96 130028 1997649 1535138 24526.81 
| 27 STATE BANK OF SAURASHTRA 1498.83 1331.75 87.44 98401 1580488 1108114 18846,85 













IC | CI BANK LTD. 29842.01 22994.29 3110.22 1616814 23051019 19586561 34531246 
HID F C BANK LTD. 8474.71 6747.19 1141.45 4390.33 68297.94 46944.78 91319.29 
03 AXIS BANK LTD. 5549.82 4560.41 659.03 3606.23 58785.61 36876.47 73309.71 
JAMMU & KASHMIR BANK LTD. 2059.54 1899.33 274.49 1507.39 25194.28 17079.94 28646.51 
КСТАК MAHINDRA BANK LTD. 1713.68 1354.1 141.37 776.65 11000.09 10924.07 19916.58 
CENTURION BANK OF PUNJAB LTD. 1708.07 1268.53 121.38 843.45 14863.72 11221.35 18791.08 
KARNATAKA BANK LTD. 1441 47 1256.24 177.03 1083.37 14037.44 9552.67 16230.85 
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CHANGING LIVES IN RURAL INDIA. 


Introducing 
• АТМ enabled Biometric smart cards 
• Biometric enabled mobile ATMs 
• Multilingual Biometric ATMs 


for the 1st time in India 
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City Union Bank (CUB), doubled its income from fee-based income and has entered 
into five tie-ups recently. One of the oldest scheduled commercial banks in the 
private sector with a significant presence in the south, it plans to double 


its fee-based income in the current fiscal. CUB 
ADDITIONAL INDICATORS 
OPERATING 


TOTALINCOME INTEREST INCOME PROFIT DEPOSITS ADVANCES TOTAL ASSETS 








(Rs. Cr) 





Private Banks 








SOUTH INDIAN BANK LTD. 1098.15 976.6 104.12 685.89 12239.21 7918.92 13652.58 
КЕ BANK OF RAJASTHAN LTD. 894.07 757.93 110.57 53753 10815.93 570402 1210791 
A YES BANK LTD. 788.32 587.6 94.37 494.48 8220.4 6289.73 11104.94 
LL. KARURVYSYA BANK LTD. 1013.48 867.39 160.01 734.52 934031 704048 1107901 
12 TAMILNAD MERCANTILE BANK LTD. 730.34 637.99 105.78 445.21 6019.88 4046.73 7086.93 
CITY UNION BANK LTD. 459.73 400.05 71.81 294.48 469933 332923 5363.01 
14 DEVELOPMENT CREDIT BANK LTD. 448.32 346.93 7.37 196.16 4415.2 2658.52 5278.52 
RATNAKAR BANK LTD. 8471 79.49 3.01 434 876.38 530.51 1147.94 
Foreign Banks 








| CITIBANK МА. 5856.86 4383.64 900 322194 3787501 3286111 8637773 
2 | STANDARD CHARTERED BANK 5728.01 4042.78 1364.31 3120.87 34174.05 301038 58856,35 
Зюк 4966.1 3507.92 845.61 2349.83 3482465 23141.68 54987.16 
4 ABN-AMRO BANKN.V 3167.67 2274.19 385.35 148634 150983 1838755 32081.39 










С INGWSYA SANKLTD. 1650.33 1401.38 88.91 70239 1541858 1197617 19286.28 
6 DEUTSCHE BANKAG 1624.27 971.72 218.22 774.18 6978.38 4945.05 17715:08 
| 7 BANKOF AMERICA NATIONAL TRUST 689.94 430.11 195.54 484.01 2717.98 2916.22 6317.56 
| В | JPMORGAN CHASEBANK, NATIONALASSN. 502.64 279.28 106.79 320.07 1666.56 799.25 6236.59 
(09 DBSBANKLTD. 477.59 382.61 74.11 368.28 3836.21 1229.78 6071.34 
E | BANK OF NOVA SCOTIA 345.74 263.72 75.85 272.46 1982.93 2969.07 4406.26 


E. AMERICAN EXPRESS BANK LTD. 630.32 289.14 91.72 176.21 2664.11 1593.19 4043.67 


BARCLAYS BANK PLC. 381.33 137.55 91.07 203.49 1010.08 17271 3123.55 
TE _ SOCIETE GENERALE 229.51 169.06 22.14 111.95 1127.77 384.87 2867.03 
ве ы BANK OF TOKYO-MITSUBISHI U F J LTD. 164.54 127.41 50.65 92.36 960.49 158857 2404.03 
_ MIZUHO CORPORATE BANK LTD. 58.1 44.45 12.12 30.7 261.39 641.49 933.96 
Зи ABU DHABI COMMERCIAL BANK 51.95 46.64 1.92 25.41 473.79 203.44 793.96 
| М | ANTWERP DIAMOND BANK N V 48.66 41.49 10.57 36.97 53.85 375.29 620.37 
(48 SHNHANBANK 28.1 25.23 5.97 16.91 207.72 136.28 540.11 
(19 ВАМКОРВАНЗАМ & KUWAIT BSC 32.98 28.76 8.12 10.47 364.3 170.9 435.02 
| fh. OMAN INTERNATIONAL BANK 18.54 17.73 -2.46 10.01 194.06 1.77 395.2 
(021 BANK OF CEYLON 14.29 10.25 2.07 6.96 86.49 40.93 165.72 
[22 | MASHREQBANKPSC 14.53 7.66 10.35 2.14 35.22 32.78 110.44 
(023 — KRUNG THAI BANK PUBLIC CO. LTD. 6.39 5.94 1.43 3.58 49.23 10.45 93.81 
(24 : BANK INTERNATIONAL INDONESIA 9.41 5.03 5.02 1.69 11.02 0.66 71.52 
(25 ARABBANGLADESH BANK LTD. 9.38 4.52 2.38 4.38 24.65 33.22 71.38 


— Compiled by Imrana Moghul, Neha Naithani and Y Bala Bharathi 


96 | October 2007 | | Chartered Financial Analyst | 





National Mineral Development Corporation Limited 


Chairman cum Managing Director's Speech 
а 
at the 49th Annual General Meeting held at Hyderabad оп 31st August, 2007 


B. Ramesh Kumar 
Chairman-cum-Managing Director 


Dear Shareholders 


It is with great pleasure that I welcome 
you to this 49th Annual General Meeting 
of your Company. I am grateful to you for 
making it convenient to attend the 
meeting. 


The Directors’ Report and the Audited 
Statement of Accounts of the Company 
for the year 2006-07 and the notice to 
shareholders have been in your hands for 
some time; and, with your permission, 1 
take them as read. 


The Nation and the Company 


Just a few days ago, we celebrated the 
sixty years of our Independence. In the 
six decades, India has transformed itself 
from a nascent independent but frail 
country to a strong and self-supporting 








nation. There has been an all- 
round improvement in various 
sectors. 


The green revolution has ensured 
enough food to eat. The white 
revolution has made it possible for 
hygienic and quality milk and 
other diary products to be widely 
available. Infrastructure is 
improving, paving the way for 
industrial development. 


Industrial development is the 
growth engine of a nation. A 
broad-based infrastructure has 
been built up in the country in the 
sixty years since Independence. 
The Railway line wound its way to 
63,221 route kms. The new roads 
laid stretched to about 33.8 lakh 
kms in 2004. Electricity generation 
has gone up to over 63,000 lakh kwh. 
Progress is a continuous improvement. 


Public Sector Genre 


Your Company, as part of India's public 
sector genre, is a change agent in this 
great mission. Coming into existence, as 
per the Industrial Policy Resolution of 
1956, after a decade of our country 
gaining independence, your Company is 
entering its Golden Jubilee Year on 
15 November 2007. Over the years, it has 
grown from a toddling organization, 
which depended on the Government for 
its subsistence till 1989-90 in the form of 
equity capital, to stand on its own and 
be a company to reckon with. It now 
generates wealth through the production 
of raw materials, contributes to the 
domestic steel industry and economy, 
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enriches the national exchequer, creates 
and sustains employment, takes care of 
the environment, plays its part in the 
uplift of the backward areas around its 
projects, and comes to the aid of the 
like floods, 


people in distress, 


earthquakes, etc. 
The Company's Splendour 


At the close of the financial year 
2006-07, the profile of your Company has 
developed to reflect the splendour of a 
notable company with turnover of 
Rs.4,186 crore; profit before tax of 
Rs.3,498 crore; dividends totalling to 
352%, ie, Rs.465 crore. It has set apart a 
sum of Rs.89 crore from its earnings of 
last financial year for discharging its 
Corporate Social Responsibility in the 
current year. 


The Company and the Indian Economy 


The importance of your Company in the 
Indian economy can be seen from its 
contribution: 


e It has enriched the Indian economy. 
So far your Company has earned 
foreign exchange to the tune of 
Rs.12,481 crore. It has paid about 
Rs.1,382 crore so far in the form af 
dividends on the Government’s 
invest-ment of Rs.130.03 crore. It has 

direc! 


consistently given 


employment to about 6,000 persons 


e [t is the largest single Indiar 
producer of iron ore, making : 
contribution of 15% to India' 
production for this year. 


e It has taken the responsibility а 
supplying principal raw mate-rial, ie 
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270.70 
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iron ore, to the major steel producers 
in the country in terms of the 
Government policies. 


Its pioneering exploration works 
have resulted in the establishment of 
other Public Sector Enterprises like 
Hindustan Copper Limited, Pvrites 
Phosphate & Chemicals Ltd (PPCL). 
and Kudremukh Iron Ore Co Ltd 
(KIOCL). Two of its iron ore mines, 
ie, Kiriburu and Meghaha-tuburu, 
were transferred to SAIL as captive 
mines. 


its mines and production processes 
are ISO-9000 certified to see that the 
customers get the right quality of 
product and to ensure that the scarce 
and non-renewable raw material is 
effectively conserved. 


Environment Management has all 
along been as important as your 
Company’s production plan. Getting 
13014001:2004 certification from Det 
Norske Veritas. an international 
certifying agency, for the major 
production projects of your 
Company is well in this direction. 
The commitment NMDC has made 
for itself is that, after mining, the area 
will be left a better forest than it was. 
The afforested areas in the mines 
stand testimony to this commitment. 


From the year 1991-92, when NMDC 
began signing the MoU with the 
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Government of India, it has been 
rated as ‘Excellent’ all through, 
except for two years, 1998-99 and 
2003-04, when it could obtain ‘Very 
Good’. 

The performance of NMDC has 
been watched by the analysts of 
industry. The Financial Express, in 
its May 2007 issue (FE-500), ranked 
NMDC as the FIRST in profitability 
(among Indian companies) and 35th 
in the overall rank. In BS-1000 
companies of Business Standard, 
NMDC was ranked as FIRST in 
Sector (Mineral) with a Super Rank 
at 18th. 


In recognition of the performance of 
NMDC, Indian Institute of Industrial 
Engineering conferred on the 
company the prestigious IIIE 
Enterprise Excellence Award in 
May 2007. 

The most significant recognition of 
performance and growth plan is the 
decision of the Government of India 
to confer the status of Navaratna on 
your Company. It is expected to be 


formally conferred very soon. 





Eco-friendly Miners to the Nation 


Your Company has every reason to be a 
proud of being a successful organization 
standing tall in the Indian economy. 
Success, of course, is a journey, not a 
desti-nation. Your Company has a long 
way ahead to garner many more laurels. 





Core Competency and Diversification 


The ever evolving economy demands 
that your Company should adopt suitable 
means to augment its core competency 
and diversify into value addition. I would 
like to touch upon the direction your 
Company is taking. 


As against the world production of 
iron ore of 1500 million tonnes 
financial ended 


in the year 


Turnover 
Rupees in Crore 


4185.80 
3710.90 


2004-05 


2005-06 


2006-07 


31 March 2007, India's contribution was 
176 | million (11.76%). 
Your Company's contribution was 


tonnes 


27.07 million tonnes, which accounts for 
15.73% of India's production and 1.8% of 
the world production. 


The world-wide trade of iron ore 
about 768 million 
against which the country's export was 


Was tonnes, 
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93 million tonnes (12.1%). With the 
objective of meeting the requirements of 
domestic customers, your Company’s 
export was only 3.29 million tonnes 
(12.2% of production) during the year 
2006-07. 


The Government of Chhattisgarh has 
been encouraging entrepreneurs to 
enlarge the State’s industrial base, 
especially the steel sector, which is very 


Profit After Tax 


Rupees in Crore 


2320.21 


755.44 


2004-05 


1827.80 | 


2005-06 2006-07 





important to the development of other 
sectors. This has necessitated ensuring 
adequate iron ore supply to these steel 
plants. And to meet the iron ore demands 
of the Chhattisgarh based steel and 
sponge iron manufacturers, NMDC and 
the Chhattisgarh Government have 
decided to develop Bailadila iron ore 
deposit no. 13 into a modern mine as a 
joint venture project with Chhattisgarh 
Mineral Development Corporation Ltd. 
The Shareholders’ & Joint Venture 
Agreement has since been signed, and 
the JV company will be incorporated 
shortly. 


In the year 2004, the proposal for broad 
gauge rail link to Rowghat-Bhilai and to 
Jagdalpur was reconsidered and the 
project has gained momentum with the 
Central and State Governments giving 
the necessary impetus. Accordingly, the 
first phase of the project, connecting 
Dalli-Rajhara and Rowghat is in 
the 


advanced stage of starting 
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construction activities. For the second 
phase of the project, connecting 
Rowghat land 
identification process has started. The 


and Jagdalpur, 
revised MoU between the Railways, 
Government of Chhattisgarh, SAIL and 
NMDC is expected to be signed shortly. 
Your Company is now at crossroads. Its 
performance was excellent in iron ore. 
But in the changing business scenario, 
it has to get into value addition very 
seriously. For this purpose, your 
Company signed an MoU оп 
17th August 2007 with Steel Authority 
of India Limited and Rashtriya Ispat 
Nigam Limited to set up a 4-million tonne 
per annum integrated steel plant in 
Chhattisgarh, using the iron ore from 
Bailadila. 
The steel 
consistent supply of met coke to maintain 


plants would require 
production. As India does not have 
sufficient quantity of met coke, it has to 
be imported. It is in this context that your 
Company evinced interest in joining the 





Special Purpose Vehicle (SPV) being 
planned by SAIL, RINL, CIL and NTPC 
under the auspices of the Ministry of 
Steel, Government of India. The SPV 
would organize the whole process from 


looking for suitable coal properties 
abroad to making the coal available for 
use in the plants of the SPV members. 
Your Company has expanded its 


activities to foreign shores as well. In | 


Tanzania the exploration for gold is 
progressing well. 





As part of looking for business 
opportunities in Africa, the NMDC tean 
at Tanzania came across information 
about certain prospective mineral 
properties in the Kingdom of Lesotho п 





Africa. As the local laws there require 


that a company should be formed to hok 
mineral rights, it has been decided tc 
form a subsidiary company in the 
Kingdom of Lesotho. The Government o 
India has now conveyed its approval t 
our opening the office in Lesotho. Thi: 
project is expected to take off shortly. 


The Corporate Social Responsibility 
(CSR) has now become a very commoti 
name in the industry today. However, thi 
essence of CSR has been part of уош 
Company's activities from the very 
inception. Initially, when the Compam 
earned little or low levels of profit, thi 
efforts were based on what your 
Company could afford. The activitie: 
were carried out under Community 
Development Programme and Periphera 
Development Programme. When its prof 
levels have gone up, your Company ha 
made it more streamlined. The fundin; 


Total Dividend 


Rupees in Crore 


465.19 
365.57 


151.32 
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has been increased from time to time. It 


has now been decided to set apart, 
exclusively for CSR, 5% of the 
Company’s retained earnings. For the 
current year, the amount works out to 


Rs.89 crore. A sub-committee of Directors - 


has been constituted to prepare a 
concept plan and draft guidelines for the 
CSR activities of your Company. In order 
to make the CSR activities more focused 
and the benefits flowing from it make 
meaningful contribution to society, 
formation of a Trust is being considered. 
Thrust will be given in the areas of 
health, education, self employment, 
technical skills, social infrastructure, etc. 


The Set Back 


While all these commendable works are 
going on, there have been serious set 
backs in the Bailadila complex. On Ninth 
of February 2006, the extremists first 
attacked the Hiroli magazine of the 
Bailadila deposit-14 project, killing eight 





. CISF personnel and injuring nine who 


were valiantly defending the magazine. 
Thereafter, there have been several 
attacks, some of which disrupted the 


` production in the Bailadila sector very 
. badly. The employees at Bailadila have 


borne the brunt of these attacks, 
patiently and carefully. They have put in 


. their best to restore the plant in record 


time and make up for the shortfall in 


. production. I take this opportunity to 
‚ place on record the Management's 


Domestic Vs Export 
of Iron Ore (2006-07) 


12% 


88% 
Export m Domestic 


appreciation of the good work done by 


the employees of Bailadila. On my behalf | 


and on behalf of the Board of Directors 
of your Company, I wish to reassure you 
that all possible steps are being taken to 
ensure that the Bailadila region and its 


surroundings are safe for the life of the 
· employees and their families and the 


Company's properties. 


Note : The above statement does not purport to be part of the proceedings at the 49th АСМ of NMDC Limited held on 31st August 2007 


Perpetuity of Existence 


А Company is created for the perpetuity 
of its existence. The satisfied group of 
employees constitutes the backbone. It 
is they who shoulder the onerous 
responsibility of taking the Company 
forward. The synergy they create will 
help the Company to get over the stiff 
competition in the years to come. 


Looking Forward 


I wrap up reflecting on the progress. In 
the six decades of Independence, India 
has advanced a great deal. In the five 
decades of growth, your Company has 
evolved into an organization that can 
stand on its own and surge ahead. Your 
Company, which has come up with better 
and better results, year after year, has 
great strengths. Building upon it further, 
I am confident, your Company will be 
counted, before long, as an Indian 
multinational company. The Management's 
job is to see the Company not as it is but 
as it can become. Let us march forward 
with confidence and determination. 


Thank you and Jai Hind! 


B. Ramesh Kumar 
Chairman-cum-Managing Director 
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Autonomy for PSBs 


A Much Needed Boost? 








For a country like India, where social obligations are still not fully met, 
some sort of regulation or control is indispensable, and hence, it is 
advisable to have partial governmental control of PSBs instead of giving 


them full autonomy. 


he development of the banking 

system is always associated 

with the contemporary changes 
in the economy. The Indian banking in- 
dustry has undergone a metamorphosis 
in the last two decades due to changes in 
the political, economic, financial, social, 
legal and technological environments. 
From the traditional brick-and-mortar 
banking system to the modern click-and- 
portal banking, Indian banking industry 
has traveled a long distance covering lot 
of crucial grounds and changes. The 
banks are now moving towards univer- 
sal banking concepts, while adding new 
channels and a series of innovative prod- 
uct offerings catering to various seg- 
ments at an attractive price. 
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Chairman & Managing Director, Syndicate Bank 


The blueprint for banking sector re- 
forms was the 1991 report of the 
Narasimham Committee. The report 
was the basis for the strengthening of 
prudential norms and the supervisory 
framework. While liberalization should 
entail further elements such as institu- 
tion building and privatization of state- 
owned banks, the removal of 
repressionist policies was certainly an 
important step towards more market- 
oriented banking. 

The boards of public sector banks 
today enjoy freedom to carry out their 
functions efficiently without much im- 
pediment, subject to statutory require- 
ments, government policy prescription 
and regulatory guidelines issued by RBI 


from time to time. The banks are al- 

lowed freedom of action in the following 

areas: 

> То pursue new lines of business as 
part of overall business strategy; 

> То decide all human resource issues 
relating to the bank, including the 
staffing pattern, recruitment, place- 
ment, transfer, training, promo- 
tions, pensions, etc., without any 
government interference; 

> To lay down policy of accountability 
and responsibility of bank officials; 
and 

> To undertake suitable acquisitions 
of companies or businesses, close/ 
merge unviable branches, open over- 
seas offices, set up subsidiaries and 
exit a line of business. 


PSBs: Confronting challenges 
Even though in the last decade or so, the 
PSBs have functioned with considerable 
autonomy, this has not always been the 
case. PSBs face government interference 
in their operations at many levels. In or- 
der to achieve an efficient banking sys- 
tem, the PSBs have to be run on profes- 
sional lines. While the banking system 
in India has done fairly well in adjusting 
to the new market dynamics, greater 
challenges still lie ahead, some of which 
are outlined below. 
> Diluting governmental control: 
The Narasimham Committee had 
made a radical recommendation to 
dilute government equity in na- 
tionalized banks to 33%. The perti- 
nent question to be asked here is 
whether dilution of government eq- 
uity is indispensable for bringing 
desirable results in PSBs. We 
should not forget that dilution of 
government equity in PSBs might 
eventually leave the control of 
these banks in the hands of a few 
big industrialists, as was the case 
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before nationalization. Would such 
ownership patterns in a critica! in- 
dustry such as banking be consis- 
tent with the nation's social and de- 
velopment objectives where we still 
have a big task to accomplish in the 
form of financial inclusion? 

HR issues: Public sector banks 
may experience a huge vacuum at 
the top executive level over the next 
5-6 years due to fast graying of hu- 
man resources. This may result in 
spatial gap between the needs and 
requirements of such executives in 
the higher cadre because the aver- 
age age of executives in PSBs is 
around 54-56 years. The attrition 
of employees in PSBs, due to YRS, 
various other compensation pack- 
ages and/or better opportunities in 
the private sector, are also on the 
rise and many of the bank execu- 
tives and employees have quit the 
job over the last few years. To cor- 
rect this adverse age-profile, a 
proper succession planning is to be 
worked out and executed. The PSBs 
need to resort to fast track channel 
of promotion, concept of level јатр- 
ing, etc. to fill up the spatial gap. 
Further, with the thrust on fee- 
based income and diversification 
by PSBs into non-core business and 
para-banking activities, such as in- 
surance, credit card business and 
mutual fund business, the PSBs 
have also to plan for recruiting 
more skilled and talented staff in 
the years to come as there is a big 
dearth of skilled staff in PSBs. The 
banks should revamp their existing 
core policies such as retention, suc- 
cession planning, compensation, 
performance management, promo- 
tion, transfer and placement in a 
way that would generate more 
quality human resource in banks. 
Wide pay disparities: The total 
emoluments of chairman and man- 
aging directors of PSBs are very 
less compared to that of their pri- 
vate and foreign counterparts. The 
government could think of remov- 
ing these disparities in pay struc- 
ture to the maximum possible ex- 
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tent so that professionals will get 
proper value for their work and re- 
sponsibilities. The solution lies in 
either upgrading the salaries of 
PSBs' chiefs in line with market- 
related pay structure or de-linking 
PSB salaries from government 
control. 

Consolidation in banking indus- 
try: In order to be a part of interwo- 
ven global financial market, Indian 
banks are required to equip them- 
selves to face the challenges as well 
as exploit the opportunities exist- 
ing in the world market. For achiev- 
ing these objectives and to provide 
more functional autonomy to PSBs, 
consolidation in the banking indus- 
try is advocated. Consolidation will 
help the banks to reap the benefit 
of economies of scale, besides re- 
ducing and diversifying risk profile 
and bringing competitive edge on 


» Flow of FDI into banks: Indian 


Government has opened up the 
banking sector for foreign investors 
raising the ceiling of foreign direct 
investment in the Indian private 
sector banks to 49%. However, the 
ceiling of FDI in the country's public 
sector banks remains unchanged at 
20%. The government should ге- 
think and increase the FDI ceiling 
in PSBs also. This will help the 
PSBs to be globally competitive, 
besides helping them to meet 
the requirement of huge capital 
base. 

Convergence in the financial 
sector: The emergence of multina- 
tional financial conglomerates has 
paved the way for universal bank- 
ing as a necessity. The banks are 
now diversifying into a wide range 
of financial activities, such as 
bancassurance, wealth manage- 


In view of the ongoing autonomy and operational 
flexibility of PSBs, there is an urgent need to figure 
out the ways and means to generate profitable 
business from this segment in the days to come. 


the technological front. But consoli- 
dation also opens up issues like ad- 
equate autonomy for PSBs in the 
area of retrenchment policy, de- 
signing suitable pay structure for 
employees, rationalization of 
branch network and infrastructure, 
and efficient deployment of human 
resources. 

Competition in retail banking 
segment: Indian retail banking 
continues to redefine the credit 
growth in the country. The new gen- 
eration private sector and foreign 
banks have taken a lead on this 
front and the PSBs are losing busi- 
ness to the private sector banks in 
this segment. In view ofthe ongoing 
autonomy and operational flexibil- 
ity of PSBs, there is an urgent need 
to figure out the ways and means to 
generate profitable business from 
this segment in the days to come. 


ment and investment banking, le- 
veraging on their customer rela- 
tionship and utilizing more effi- 
cient and effective distribution 
channels. The main advantage of 
convergence is that it results in 
greater economic efficiency in the 
form of lower cost, higher output 
and better products. Hence, there is 
an urgent need for creating an envi- 
ronment where PSBs may operate 
with adequate operational flexibil- 
ity and functional autonomy. 

Management of NPA level: An- 
other challenge before PSBs is high 
levels of Non-Performing Assets 
(NPAs) due to excessive exposure 
to retail segment. The PSBs could 
be given more autonomy in recovery 
of bad loans besides in the institu- 
tional framework. Needless to 
mention, a lasting solution to the 
problem of NPAs could be achieved 
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only with proper assessment of 
credit rating of borrowers and bet- 
ter risk management mechanisms. 

> Basel II Implementation: The 
Basel П Accord from the Bank of In- 
ternational Settlements attempts 
to put in place a sound framework 
for measuring and quantifying the 
risks associated with banking op- 
erations. The fundamental focus of 
Basel II norms is centered on capi- 
tal requirement of banks to absorb 
credit, operational and systemic 
risks. The problem here is for 
banks, especially for those PSBs 
that have reached close to 51% gov- 
ernment holding threshold limit. If 
the government provides PSBs 
more autonomy in raising funds by 
diluting its stake below 51%, it will 
be a great help for banks in conaply- 
ing with global standards as per 
Basel II norms. 

» Financial inclusion: The success 
of financial inclusion is dependent 
on how the banks are leveraging 
their efforts to reach the poor or fi- 
nancially excluded sections of the 
society. Though some sort of regula- 
tion is inevitable for financial in- 
clusion, autonomy granted to 
PSBs, in terms of flexibility in 
opening and closing of branches, 
upgradation of extension counters 
and mergers of unviable bank 
branches, may bring expected re- 
sults. This flexibility could be ex- 
tended further to include wider 
terms. 

» Corporate governance: The au- 
tonomy for PSBs may also bring up 
issues such as corporate gover- 
nance for deliberation. The advent 
of corporate governance norms set 
in motion new obligations to PSBs 
in terms of transparency and dis- 
closure norms. The PSBs have to 
strive hard for improving the qual- 
ity of corporate governance so that 
there will be more transparency in 
their operations. [n view of this, cor- 
porate boards of PSBs need to be 
restructured by emphasizing the 
creation of independent boards of 
capable professionals. PSBs have 
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the potential to be world-beaters if 
they are given managerial au- 
tonomy. 


Autonomy advantage 

> Emerging middle-class: Indian 
economy is moving at blistering 
pace of 9-10% over the last two 
years. The development of India’s 
economy is boosting the overall con- 
fidence and consumer purchasing 
power. The percentage of middle to 
high-income Indian households is 
continuously rising. The younger, 
more educated population not only 
wields increasing purchasing 
power, but is also more comfortable 
than the previous generations with 
regard to acquiring personal debt. 
Hence, the autonomy and opera- 
tional flexibility will help PSBs to 
exploit this opportunity to increase 
their business performance. 

» Efficient security control sys- 
tems: The banking industry on the 
whole has taken significant steps 
to minimize fraud in its online/ 
offline business activities. Still, 
there is no sign of fall in the rate of 
frauds worldwide, in the near fu- 
ture. Hence, efficient security con- 
trol system is advocated in the sys- 
tem with more flexibility and au- 
tonomy to PSBs in the years to 
come. 

> Coping with technology ad- 
vancement: Technology has 
thrown new challenges in the bank- 
ing sector and new issues have 
started cropping up which is going 
to pose certain problems in the 
near future. The new entrants in 
the banking sector are very much 
conversant with computer, whereas 
the middle and senior level people 
have rich banking experience but 
their computer literacy is at a low 
level. The autonomy and opera- 
tional flexibility of PSBs may help 
in reducing such adverse circum- 
stances to a larger extent. 


The way ahead 
Notwithstanding the different contra- 
dictory views, the growing integration 


of the Indian economy with the rest of 
the world has brought both opportuni- 
ties as well as threats. 

Till the early 1990s, the Indian fi- 
nancial system could be described as a 
classic example for financial repres- 
sion in the form of extensive regula- 
tions and control, lack of proper ac- 
counting and risk management sys- 
tem, and lack of transparency in opera- 
tion. But after 1991, liberalization 
ushered in reforms in the Indian bank- 
ing system and PSBs were given lot of 
flexibility in their operations to over- 
come these weaknesses. 

These reforms include: operational 
autonomy to public sector banks in in- 
terest rate; reduction of government 
ownership in public sector banks by al- 
lowing them to raise capital from eq- 
uity market; entry of Indian private 
sector, foreign and joint-venture banks 
and insurance companies into bank- 
ing; and permission for foreign invest- 
ment in the financial sector in the form 
of Foreign Direct Investment (FDI). 
These have not only intensified the 
competition in the Indian financial 
system but also heralded a new era of 
financial liberalization. 

Nevertheless, PSBs have to 
strengthen their compliance manage- 
ment architecture in terms of effective 
regulatory compliance. The issue of au- 
tonomy for PSBs may also create sys- 
temic risk where failure of one bank or 
financial institution may undermine 
the confidence in the whole financial/ 
banking system. The ineffective man- 
agement of risks in banks and other fi- 
nancial intermediaries may create 
problems that have a potential to lead 
to systemic failure. 

In view of this, the issue of au- 
tonomy for PSBs on this front has to be 
properly addressed. Thus, for a country 
like India, where social obligations are 
still not fully met, some sort of regula- 
tion or control is indispensable, and 
hence, it is advisable to have partial 
governmental control instead of giving 
full autonomy to РЅВѕ.в 
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Hedge Funds and the International Banking System 


Sleeping with the Enemy 





Hedge funds supplement traditional banking activities by taking on credit 
risks originated by the banks as well as credit risks that fall outside the 
purview of traditional banks. 


e very word ‘bank’ brings to the 
mind's eye images of oak-pan- 
eled boardrooms, counters, 


wads of currency, and 100-year old in- 
stitutions that helped finance your col- 
lege degree, granted a loan for your first 
car and stood by you when you were buy- 
ing your first home. The term ‘Hedge 
Funds’, on other hand, may bring im- 
ages of unscrupulous and aggressive 
traders who long and short the markets, 
leverage their funds like there’s no to- 
morrow, make fabulous returns in the 
first 3-5 years and disappear in a flash 
(Amaranth Advisors, Long-Term Capi- 
tal Management and the like). These 
two terms appear to have nothing in 
common and probably make for strange 
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bedfellows. However, the truth is some- 
where in between, and far more pro- 
found than what meets the eye. In real- 
ity, hedge funds supplement our bank- 
ing system and insulate it against mar- 
ket disruptions. 

Hedge funds are lightly regulated 
pools of capital that are willing to take 
on diverse risks, including credit risk, 
the forte of traditional banks in search 
for higher yields. Hedge fund activities 
have become more sophisticated over 
the years evolving from simple trading 
of equities and bonds to undertaking 
complex transactions in derivatives, 
real estate, illiquid assets and lever- 
aged buyout debt among others. Hedge 
funds supplement traditional banks’ 


activities by taking on credit risks origi- 
nated by the banks as well as credit 
risks that fall outside the purview of 
traditional banks. These trends are be- 
coming increasingly clear and are ex- 
plained in detail below. 


Originating loans 

Hedge funds are lightly regulated by au- 
thorities which puts them in an ideal po- 
sition to take on credit risks which banks 
are shy to originate themselves. As a re- 
sult, we increasingly see hedge funds 
lending directly to riskier companies 
which have trouble raising debt from 
banks or the capital markets. This activ- 
ity is likely to grow significantly as hedge 
funds continue to evolve into primary 
lenders. 

Is this necessarily an undesirable 
thing? Not really. Borrowers, especially 
those in the lower end of the BBB to C 
spectrum, often find it difficult to raise 
capital in a market downturn, probably a 
time when they need it the most. Hedge 
funds provide a valuable service to the fi- 
nancial system by providing the much- 
needed liquidity to a wider array of risks. 

Hedge funds currently dominate the 
second-lien market where borrowers 
have existing secured loans (from 
banks) and are unable to raise addi- 
tional capital from the original lenders. 
Second-lien debt is subordinate to first- 
lien debt, the traditional bank debt se- 
cured by assets of the company, and has 
a second-lien on the company’s assets 
after claims of first-lien holders are 
fully satisfied. The second-lien loan 
market has grown at a phenomenal 
pace in recent years and has been fueled 
by the leveraged buyout boom. 


Purchasing loans originated by 
banks 
Primary loans originated by banks are 
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not standard financial instruments and 
are difficult to market and sell. Hedge 
funds are among the few market par- 
ticipants that have deep pockets, risk 
appetite and the understanding of 
credit risks involved to buy these loans 
from banks. The transfer of the loans 
and corresponding credit risk from 
banks to hedge funds allows the banks 
to redeploy their capital and better 
manage credit and liquidity risks on 
their balance sheet. Needless to say, 
this provides liquidity in the banking 
system by creating an active market for 
primary loans. 


Flexibility to deploy capital 

Banks are long credit instruments. 
Pension funds and mutual funds are 
long equities and bonds. Unlike these 
market participants, hedge funds, 
taken in aggregate, may be net long or 
net short the markets and can deploy 
their capital flexibly to take the advan- 
tage of financial markets, specifically 
that of major market disruptions. 

For example, in a persistently de- 
clining market, individual hedge 
funds, which are long equities, will ex- 
perience substantial declines in the 
value of their holdings and fail. How- 
ever, the state of the market will also 
cause the formation of new pools of 
capital whose main objective would be 
to exploit the declining market by 
scouting for undervalued assets. 
Viewed in aggregate, such a process 
allows capital to be redeployed rather 
quickly and efficiently thus avoiding 
major market disruptions over a me- 
dium-term and making the financial 
markets more resilient. 


Liquidity in times of crisis 

As discussed above, hedge funds in ag- 
gregate provide liquidity during a finan- 
cial crisis by deploying capital for as- 
sets that are negatively affected more 
than they fundamentally should be. 

А case in point is the current credit 
crisis affecting the credit markets in 
the US, Europe and parts of Asia as a 
result of the meltdown of the subprime 
mortgage market in the US in July this 
year. This has caused a severe credit 
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crunch across most international mar- 
kets. Credit spreads have widened 
and the markets for risky credit instru- 
ments have suddenly dried up, causing 
significant distress to private equity 
firms and investment banks that have 
committed to purchase or finance com- 
panies through the leveraged buyout 
route. As a result, banks (including in- 
vestment banks) are left holding on to 
outsized hung bridge loans which were 
committed to before the credit mar- 
kets faltered. 

Spotting an opportunity to enter 
the credit market at a time when it 
may be at its lowest in the last few 
years as cheap credit fueled the lever- 
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aged buyout boom, hedge funds have 
stepped in to purchase the leveraged 
buyout debt from banks at a relatively 
small discount. 

Goldman Sachs, an investment 
bank which might well be classified as 
a hedge fund, is contemplating launch- 
ing a special purpose vehicle to pur- 
chase hung leveraged buyout debt of 
companies which have good credits but 
have been unfairly battered in the cur- 
rent credit crunch. 





holdings and fail. 


Liquidity comes at a price 

The motives of hedge funds in provid- 
ing liquidity to the banking and finan- 
cial systems are not as lofty as they 
sound. Their motives are rather mun- 
dane— yield and profits. Hedge funds 
do not provide a social service to mar- 
ket participants. The liquidity pro- 
vided by hedge funds comes at a price, 
which may be steep at times. Under- 
writers of leveraged buyout debt have 
taken a haircut of 4-5% on the value of 
debt sold, providing additional yield to 
the buyer and allowing the underwrit- 
ers to offload the debt from their bal- 


In a persistently declining market, individual 
hedge funds, which are long equities, will experi- 
ence substantial declines in the value of their 


ance sheet. Net off underwriting fees 
from the loss and we notice that the 
underwriters may not have made off as 
badly as it looks, despite the overall 
weakness in the credit market. 


Risks to the financial system 

More often than not, hedge funds bor- 
row from banks in the form of credit 
lines to finance their trading and in- 
vesting activities leaving the banks ex- 
posed to the hedge funds and the com- 
plex risks undertaken by them. Given 
the sheer volume ofthe trading activity 
of hedge funds, lending to them is a 
very lucrative business for banks. 
However, this is a double-edged sword 


| 


for the banking system that counts on 
hedge funds to purchase their riskier 
assets. 

Much like the outcome of Long-Term 
Capital Management, a hedge fund run 
by the brightest and the smartest indi- 
viduals in the industry and academia 
that collapsed following the 1998 Rus- 
sian Financial Crisis, banks could be left 
exposed to the very positions and risks 
they sought to eliminate from their bal- 
ance sheet. They may, in fact, need to ex- 
tend additional credit to faltering hedge 
funds to avoid fire sale of assets of the 
fund at depressed prices. 

True, most hedge funds are not 
‘hedged’ and remain exposed to sys- 
tematic risks. Banks actively manage 
their exposures to hedge funds 
through margin requirements and 
other quantitative tools that allow 
them to assess their exposure in real- 
time. However, the collective contri- 
bution of hedge funds to the banking 
system and financial markets cannot 
be ignored. 
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Indian banks’ risk management needs to be improved further to address the 





challenges arising from fuller capital account convertibility. Prudential and 
regulatory measures are needed to prepare India's financial system to 
manage the risks arising from fuller capital account convertibility. 


– Amadou Sy 


Senior Economist, Monetary and Capita! Markets Department 
Sovereign Asset and Liability Management Division, IMF 


apital account convertibility re- 

fers to the policy change that 

permits capital to flow more 
freely in and out of a country, or loosely 
speaking to ‘open up’ its capital account. 
Recent policy discussions in India, cul- 
minating with the publication of the 
Tarapore Committee Report (2006), 
have reopened the debate about the 
risks and benefits of capital account 
convertibility—a debate which had lost 
steam after the Asian crisis. 


Potential challenges 
There are benefits to Fuller Capital Ac- 
count Convertibilitv (FCAC) for finan- 
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cial institutions, including increased di- 
versification, greater access to capital, 
and a broader range of risk manage- 
ment tools. However, policy-makers, fi- 
nancial institutions, and their clients 
typically face additional challenges 
with FCAC. At about $104 bn, total for- 
eign bank claims on India are compa- 
rable to those on China and Russia. In 
contrast, Indian banks claim on other 
countries are four times less than this 
total. With FCAC, new risks will arise 
as cross-border transactions increase. 
Such activities will not only involve dif- 
ferent currencies and span many coun- 
tries but also include on-balance sheet 


lending and funding, as well as off-bal- 
ance sheet derivatives and other com- 
plex financial transactions. 

Increased cross-border transactions 
will augment the dimensions of risks 
that Indian financial institutions face 
in their domestic markets. Market 
risk—the risk of losses in on- and off- 
balance sheet positions arising from 
movements in market prices—changes 
with cross-border transactions. Simi- 
larly, credit and liquidity risks, the risk 
in derivatives transactions, legal risk, 
and the risk of regulatory arbitrage in- 
clude new dimensions: 
> Market risks such as interest rate 

and foreign exchange risks become 

more complex as financial institu- 
tions and corporates gain access to 
new securities and markets, and for- 
eign participation changes the dy- 
namics of domestic markets. For in- 
stance, banks will have to quote 
rates and take unhedged open posi- 
tions in new and possibly more vola- 
tile currencies. Similarly, changes in 
foreign interest rates will affect 
banks’ interest sensitive assets and 
liabilities. Foreign participation can 
also be a channel through which vola- 
tility can spill over from foreign to 
domestic markets. 

> Credit risk will include new dimen- 
sions with cross-border transac- 
tions. For instance, transfer risk will 
arise when the currency of obligation 
becomes unavailable to borrowers. 

Settlement risk (or Herstatt risk) is 

typical in foreign exchange opera- 

tions because several hours can 
elapse between payments in differ- 
ent currencies due to time zone dif- 
ferences. Cross-border transactions 
also introduce domestic market par- 
ticipants to country risk, the risk as- 
sociated with the economic, social, 
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and political environment of the 
borrower's country, including sover- 
eign risk. 

» With FCAC, liquidity risk will in- 
clude the risk from positions in for- 
eign currency denominated assets 
and liabilities. Potentially, large and 
uneven flows of funds, in different 
currencies, will expose the banks to 
greater fluctuations in their liquidity 
position and complicate their asset- 
liability management as banks can 
find it difficult to fund an increase in 
assets or accommodate decreases in 
liabilities at a reasonable price and 
in a timely fashion. 

> Risk in derivatives transactions þe- 
comes more important with capital 
account liberalization as such in- 
struments are the main tools for 
hedging risks. Risks in derivatives 
transactions include both market 
and credit risks. For instance, OTC 
derivatives transactions include 
counterparty credit risk. In particu- 
lar, counterparties that have liabil- 
ity positions in OTC derivatives may 
not be able to meet their obligations, 
and collateral may not be sufficient 
to cover that risk. Collecting and 
analyzing information on all these 
risks will become more challenging 
with FCAC because the number of 
foreign counterparts will increase 
and their nature may change. 

> Operational risk may increase with 
FCAC. For instance, legal risk stem- 
ming from the difference between do- 
mestic and foreign legal rights and 
obligations and their enforcement 
becomes important with fuller capi- 
tal account liberalization. For in- 
stance, differences in bankruptcy 
codes can complicate the assess- 
ment of recovery values. Similarly, 
differences in the legal treatment of 
secured transactions for repos can 
lead to unanticipated losses. 

» Regulatory issues include the risk of 
regulatory arbitrage as differences 
in regulatory and supervisory re- 
gimes among countries may create 
incentives for capital to flow from 
countries with higher standards to 
those with lower ones. FCAC can 
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also bring a proliferation of new in- 
struments and market partici- 
pants, complicating the task of fi- 
nancial supervisors and regulators. 
The entry of large and complex insti- 
tutions operating in different coun- 
tries will increase the need for coop- 
eration and coordination between 
domestic regulatory and supervi- 
sory agencies and also with their for- 
eign counterparts. 

The preparedness of financial insti- 
tutions to adequately manage the risks 
of FCAC depends largely on how well 
they manage the existing financial 
risks. Financial institutions’ ability to 
identify, measure, and manage risk will 
vary depending on the quality of inter- 
nal risk management and control poli- 
cies— "the first line of defense". 

Adequate prudential regulation 
and supervision, and developed capital 
markets will also be a key in addressing 
the challenges from FCAC. Prudential 
regulation and supervision will need to 
encompass the existing and new risks 
associated with FCAC. In addition, de- 
veloped capital markets with adequate 
liquidity, infrastructure, and market 
discipline are necessary to provide mar- 
ket participants with the relevant risk 
management instruments. 


Prevailing challenges 
Indian banks’ risk management needs 
to be improved further to address the 
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challenges from FCAC. The RBI has 
noted the need to accelerate the speed 
at which Indian banks have been mov- 
ing to strengthen risk management sys- 
tems. The Tarapore Report also notes 
that the skill and competency levels re- 
quired to manage risks will increase 
under FCAC and call for a very high 
level of technical proficiency which at 
present, it judges to be somewhat lim- 
ited. Similarly, the recent report of the 
High Powered Expert Committee on 
Making Mumbai an International Fi- 
nancial Center (IFC Report, 2007) scru- 
tinizes the regulatory framework that 
would need to be set in place to enable 
banks and other market participants to 
manage their risks. 

Public sector banks—which domi- 
nate the Indian financial system—view 
Human Resources (HR) systems as one 
of the main areas in need of improve- 
ment. In a recent survey of banks by the 
Federation of Indian Chambers of Com- 
merce and Industry (FICCI), almost all 
(92%) public sector respondents voiced 
that they do not have sufficient au- 
tonomy to offer attractive incentive 
packages to their employees to ensure 
their commitment levels. 

Interest rate and liquidity risk 
management also remain limited. The 
RBI has noted that most banks, al- 
though they have put in place an ALM 
framework, have not internalized it as 
part of their overall risk assessment 
and capital planning strategy and face 
data limitations. As a result, the role of 
asset and liability management com- 
mittees (ALCO) remains narrowly con- 
fined to decisions on interest rates. 

The growth of derivatives in the off- 
balance sheet items of banks needs an 
accompanying regulatory and supervi- 
sory framework. Off-balance sheet ex- 
posures (OBS)—mainly derivatives— 
of Indian banks have grown rapidly in a 
highly concentrated market. Market ac- 
tivity in the OTC derivatives market 
has quadrupled from 1998 to 2004, as 
indicated by the BIS Triennial Central 
Bank Survey (2005). This market is 
highly concentrated as the combined 
share of the top 15 banks has steadily 
grown from around 74% in March 2002 
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Risk Management 


Risk-based Supervision 


Tabie : India — Selected Risk Management Initiatives 


Market Risk Management Guidance Note (2002) 
Credit Risk Management Guidance Notes (2001, 2002) 
Risk Management Systems in Banks Note (1999) 


Risk-based Supervision Discussion Paper (2001) 

Guidelines on ALM Draft Amendments (2007) 

Improvements to ALM framework, including Duration Gap Approach 
(DGA) and granular approach to liquidity risk management (2006) 


Operational Risk Guidance Note (2005) 


Draft Guidelines on Credit Default Swaps (2007) 
Amendment to the RBI Act (2006) establishing legality of OTC deriva- 
tives, empowering RBI to regulate the interest rate and foreign ex- 


Derivative/Hedge Accounting Discussion Paper (2006) 
Prudential norms for classification, valuation, and operation of invest- 


Asset-Liablity ALM Guidelines (1999) 

Management (ALM) 

Operational Risk 

Stress Testing Stress Testing Guidelines (2006) 
change OTC derivatives market 
ment portfolio by banks (2006) 

Derivatives Instruments 


Fair value accounting in line with IAS 39 


Government Securities Bill enacted (2006), allows strips, hypotheca- 
tion, pledge, and lien of government securities, maintenance of 
records in electronic form 


Government Securities 


Seurce: ВВ! 


tc 8296 of the total OBS exposures of the 
banking system in March 2006, of 
which 6296 is accounted for by foreign 
banks. An adequate prudential and 
regulatory framework to address risks 
ir derivatives transactions will need to 
be developec. 

The Tarapore report also stresses a 
number of key requirements for FCAC. 
In particular: 
> То better manage liquidity risk, the 

report recommends that banks moni- 
tor their liquidity position at the 
head/corporate office level on a global 
basis, including both at the domestic 
and foreign branches. In addition, the 
liquidity positions should be moni- 
tored for each currency. 

» Regarding market risk, the report 
recommends that banks adopt a du- 
ration gap analysis and consider set- 
ting appropriate internal limits on 
their interest rate risk exposures. 
The Tarapore report also suggests 
that the RBI link the open position 
limits to banks' capacity to manage 
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Short-selling in government securities introduced (2006) 


foreign exchange risk as well as their 

unimpaired tier I capital. 

Banks will require more derivatives 
instruments to mitigate the possible 
risks from fuller capital account liberal- 
ization. These should include interest 
rate futures and options, credit deriva- 
tives, commodity derivatives, and equity 
derivatives, which are not effectively 
available to banks at the moment. The 
RBI should, however, put in place the 
appropriate infrastructure, including a 
robust accounting framework; a robust 
independent risk management frame- 
work in banks, including an appropriate 
internal control mechanism; appropri- 
ate senior management oversight and 
understanding of the risks involved; 
comprehensive guidelines on deriva- 
tives, including prudential limits wher- 
ever necessary; and appropriate and ad- 
equate disclosures. 

The IFC Report (2007) notes the 
need for the following measures to be 
taken to enable commercial banks offer 
or use risk management services: 


» Operations in derivatives for hedg- 
ing risks of the core commercial 
banking book and for clients on an 
agency basis; 

> Identical structure for currency, in- 
terest rate, and credit derivatives 
markets, regardless of whether they 
are denominated in local or foreign 
currency; 

» Ability to hedge political risk through 
derivatives and insurance; and 

» Ability to hedge market risk and 
operational risk. 


Addressing the challenges 

In recent years, the RBI has taken a 
number of initiatives to gradually 
strengthen banks' risk management 
practice (see Table). The Indian au- 
thorities have also taken a number of 
initiatives more recently to address cur- 
rent gaps in risk management regula- 
tion and supervision. These cover key 
areas such as: 

Liquidity and interest rate risks: To 
address shortcomings in interest rate 
risk management, the RBI has advised 
the use of impact and scenario analysis 
of changes in yield structures. Regard- 
ing liquidity risk management, the RBI 
has issued in 2006 draft guidelines to 
banks advising the use of a Duration 
Gap Approach (ОСА) in conjunction 
with the Traditional Gap Approach 
(TGA) prevalent in most banks. In 
terms of the draft guidelines, banks 
would be required to compute the vola- 
tility of earnings and equity under vari- 
ous interest rate scenarios, and fix in- 
ternal limits under both and earnings 
and economic value perspective. 

Risks in derivatives transactions: 
The recent legal recognition of the OTC 
derivatives market is a key precondi- 
tion for better risk management prac- 
tice. The amendment of the RBI Act in 
2006 helps to overcome the limitation 
of the Securities Contract Regulation 
Act which gave specific legal recognition 
to exchange-traded derivatives but not 
OTC derivatives. The RBI also now 
regulates the interest rate and foreign 
exchange OTC derivatives market and 
has set up an internal group to formu- 
late new comprehensive guidelines in 
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replacement of the existing ones, which 
focus on specific derivatives instru- 
ments. 

The RBI has taken a number of regu- 
lazory measures to address the risks as- 
sociated with derivatives instruments. 
These include holding of minimum de- 
fined regulatory capital for all off-bal- 
ance sheet exposures, collection of peri- 
ocic supervisory data and transparency 
and disclosure requirements. The RBI 
has also emphasized the need for banks 
to carry out due diligence regarding cus- 
tomer appropriateness and suitability 
of products as well as the need to use risk 
mitigation techniques such as collateral 
and netting arrangements. 

Until recently, the lack of prudential 
accounting guidelines for derivatives has 
been a gap in the risk management 
framework. The RBI has issued in 2006 
guidelines for the valuation and account- 
ing of derivatives amd more generally 
banks’ investment portfolio (both 2006) 
to introduce fair value accounting norms 
for derivatives broadly in line with inter- 
national accounting norms (IAS 39) with 
the objective of bringing all derivative 
transactions ‘on-balance sheet’ as 
against ‘off-balance sheet’ as being done 
eurrently. Finally, commercial banks 
and primary dealers are now allowed to 
begin transacting in single-entity credit 
default swaps. 

Stress testing: The RBI has recently 
emphasized the need for banks to have 
robust stress testing process. The RBI 
nas therefore issued draft guidelines on 
stress testing (2006), which cover major 
risk areas. Banks are required to con- 
duct stress tests so as to estimate the 
resources needed to reduce the risk iden- 
tified and meet the minimum capital 
adequacy requirement. Banks have been 
advised to apply stress tests at varying 
frequencies dictated by their respective 
business requirements, relevance, and 
cost. For instance, exposures to sensitive 
sectors end high risk category assets 
would have to be subjected to more fre- 
quent stress tests. 

Financial sector stability and devel- 
opment self-assessment: The forth- 
coming self-assessment of financial 
sector stability and development will 
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be an opportunity for the authorities to 
assess the preparedness of the Indian 
financial system to address the chal- 
lenges for fuller capital account liberal- 
ization. This exercise follows the 2001 
Financial Sector Assessment Program 
(FSAP) and a number of self-assess- 
ments of a number of international 
standards and codes. It will partly rely 
on the IMF-World Bank Handbook on 
Financial Sector Assessment (2005). 
Basel П implementation: Basel II 
aims at making banks’ regulatory capi- 
tal more sensitive to risk and recog- 
nizes developments in risk manage- 
ment. In particular, it recognizes the 
measurement and risk management 
techniques employed in the banking 
sector and accommodates them within 
the framework such as the Internal Rat- 
ing Based (IRB) Approach. It also aligns 
regulatory capital closer to economic 
capital. As a result, Indian banks with 
stronger risk management practices 
would benefit from lower regulatory 
capital requirements. In contrast, 
banks with poor risk management— 
which for instance rely extensively on 
external ratings—would be penalized 
by higher capital requirements. 

In particular, Basel II introduces 
greater risk sensitivity in the treat- 
ment of credit risk, including that asso- 
ciated with cross-border exposures. For 
instance, risk weights are currently set 
by asset class (e.g., government, 
corporates, banks), and range from 0 to 
100%. In contrast, risk weights will de- 
pend on the individual risk rating of 
each counterparty under the Basel II 
standardized approach and the ceiling 
risk weight increase to 150%. As a re- 
sult, the capital requirements for credit 
exposures, including cross-border port- 
folios, will depend on the risk weights of 
individual counterparties, and could po- 
tentially increase depending on the 
quality of the portfolio. 

The road map to Basel II should pro- 
vide Indian banks a strong incentive to 
strengthen their risk management prac- 
tice. Foreign banks operating in India 
and Indian banks having presence out- 
side India are to migrate to the stan- 
dardized approach for credit risk and the 


basic indicator approach for operational 
risk with effect from March 31, 2008. All 
other scheduled commercial banks аге 
encouraged to migrate to these ap- 
proaches no later than March 31, 2009. 


The way forward 

As recognized in the Tarapore Commit- 
tee Report, financial institutions' ability 
to identify, measure, and manage risk 
will also depend on the availability of 
instruments to manage risk, the liquid- 
ity of financial markets and the quality 
of market infrastructure, and the level of 
market discipline. 

Key segments of the Indian capital 
markets remain, however, underdevel- 
oped. The term money market is limited 
and although there is a domestic yield 
curve for government securities with 
maturities up to 30 years, its depth and 
liquidity are limited. The corporate bond 
market is relatively small and illiquid, 
and the market for securitized assets 
has fallen short of expectations. The 
OTC derivatives market is growing rap- 
idly but its prudential and regulatory 
framework has just been laid out. 

The Indian authorities are address- 
ing a number of these issues. For in- 
stance, the RBI set up a Working Group 
on Screen-based Trading in Government 
Securities in 2004, and Internal Techni- 
cal Groups on Money Market as well as 
on Central Government Securities Mar- 
ket in 2005. The recently passed Govern- 
ment Securities Act allows stripping of 
bonds into separately-tradable princi- 
pal and interest payments. The recent 
report by the High Level Expert 
Committee on Corporate Bonds and 
Securitization (appointed by the Minis- 
ter of Finance in 2006) makes a number 
of recommendations that should be use- 
ful for better risk management. 

Going forward, it would be useful to 
revisit the question of what needs to be 
done to prepare India's financial system 
to manage the risks from FCAC, by tak- 
ing a closer look at the measures — and 
the pace of their implementation —that 
are needed to develop domestic capital 
markets accordingly. в 
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The world’s large banking markets are at an inflexion point. Shareholders, 
senior management and other stakeholders have now begun to realize that 
this is now the point of time in the economic cycle when top line growth is 


petering out. 


— Jairaj Purandare 


Country Leader, Financial Services, PricewaterhouseCoopers Pvt. Ltd., India 


— Robin Roy 


Associate Director, Financial Services, PricewaterhouseCoopers Pvt. Ltd., India 


lassical economic theory sug- 

gests that developing econo- 

mies should catch up with de- 
veloped economies provided they pursue 
broadly growth-friendly policies. Numer- 
ous less developed countries have made 
rapid progression over the past 40 years, 
with many South-East Asian countries 
as notable examples. Recent attention 
has focused on the economies of Brazil, 
China, India and Russia (BRIC). Vari- 
ous studies indicate that the G7 (BRIC + 
Turkey + Indonesia + Mexico) group of 
countries would be 25% larger than the 
G7 as against being only 20% of the G7 
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market currently, measured in dollar 
terms at MER (Market Exchange 
Rates). 

The banking sector plays a key role in 
any advanced economy; the advance- 
ment of an economy and its banking sec- 
tor go hand in hand. The banking sector 
both enables growth and benefits from 
growth. As economies move away from 
agriculture through industrialization 
and into services, financial services and 
banking account for an increasing share 
of GDP. That means as countries de- 
velop, the growth of the banking sector 
must be more than the growth of the 


economy as a whole. It is easier to con- 
sider the ratio of domestic credit to GDP 
to show the relative development of 
banking sectors and banking sector pen- 
etration. 

In general, countries with high GDP 
per income have a higher domestic credit 
to GDP ratio. The notable exceptions are 
China which has a higher ratio than 
those of its emerging peers and USA 
which has a lower ratio as compared to 
its European counterparts. In the case of 
the former, it is due to: 

» Higher degree of NPAs; 

> Underdeveloped equity markets; 
and 

> Low interest rates (now rising). 

As for the USA the reasons are: 

> Fragmented banking sector; 

» Highly developed equity and bond 
markets; and 

> Mortgage securitization and culture 
of equity finance. 

In other words, India and the rest of 
the G7 have a long way to go. With sus- 
tained growth in GDP and inflationary 
factors under close watch by the regula- 
tor, the penetration of the banking sec- 
tor in India will continue to deepen. The 
next wave of branch expansion and 
reach of distribution channels, is ex- 
pected to occur in rural areas and tier 2 
and tier 3 cities. 

Before proceeding to take a look at 
the contemporary issues impacting the 
Indian Banking industry, it is better to 
take stock of some of the emerging global 
trends in banking and financial services 
market in the current economic cycle. 

PricewaterhouseCoopers conducted 
a global study in 2005-06 to identify 
some of the major drivers for the finan- 
cial services sector on a PEST (Political, 
Economic, Sociological and Technology) 
framework for the next three years. The 
report titled “Piecing together the Jig- 
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The future is now. 


Swetha, Future Doctor. 


Swetha is exceptionally good at studies, She tops in 
every class test. She stood school first in the 7th grade. 
She won the first prize for playing the veena (a stringed 
musical instrument) and won the second prize for 
singing in fhe IRS. She is the pride of the Icfai Republic 
School. 


Swetha is mature for her age. It's amazing to see her 
cheerful smile even in the face of utter poverty. “Гат 
one of four siblings. My father works in small workshop 
and earns around Rs. 3000 a month and my mother is a 
tailor. Two of my sisters were in the 10th and 11th 
grades. My brother and | were then in the 7th grade. My 
father found it very difficult to pay ће fees. He wanted to 
educate us up fo the 10th grade but he could not afford 
it. We also thought of discontinuing studies, but luckily 
we found IRS", says Swetha. 


Swetha is now in the 9th grade. Being a bright student, she is able to clearly make out the 
difference between her previous school and IRS. She says that her previous school was 
concentrating only on studies and there was no scope for extra-curricular activities. But а! 
IRS, the teaching is good. and there are also computer and science labs besides extra- 
curricular activities and games. 





Although her father is not sure to what extent he can educate them, Swetha is very clear 
about what she wants to do. She wants to become a doctor and serve the poor and needy, 
she says and is confident that she can do just that. 






The ск! Republic Schools were established by the Alpha Fog ithe 
Institute of Chartered Financial Analysts of India (Icfai), to provič ality, 
virtually free, education to children from economically weake ns of 
society. At IRS, the children also receive milk and supplements for akfast, 
and a nutritious lunch. Uniforms and school books are aho provided to f at 


highly subsidized prices. 
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saw Puzzle” brought out some of the key 
issues under each of the PEST factors. 
These are often mutually dependant 
and should be part of any strategic plan 
of banks. 

In the beginning of this year, we were 
asked, what would 2007 bring in its 
wake for banks in India? Under the 
shadow of Basel II, Clause 49 (similar to 
SOX) and breaking down of conventional 
business models, banks may turn the 
value chain upside down, to join hands 
with retail stores, postal services and 
telecoms to come closer to the customer. 
We identified some discernible trends 
impacting the banking sector in India: 

So what are the key regulatory and 
business trends? 

The world’s large banking markets 
are at an inflexion point. Shareholders, 
senior management and other stake- 
holders have now begun to realize that 
this is now the point of time in the eco- 
nomic cycle when top line growth is pe- 
tering out. The challenge is to sustain 
bottom line growth. CEOs have three 
strategic options to address this: 

e Make an acquisition: 

e Aggressively cut costs; and 

• Stand pat and take a beating in the 
market. 

Since the third option will not fly, a 
look at the other two options is in order. 
In a slowing market, acquisitions could 
bring in some quick relief on two counts: 
immediate revenue opportunities in 
terms of new customers, geographies 
and business platforms and creating op- 






Sources: IMP International Financial Statistics, Banking Survey 
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Most Countries have Increased their Ratio of 
Domestic Credit to GDP Over Time 


portunities for cost rationalization due 
to duplicate people, technology and in- 
frastructure, which can be consolidated 
into one entity. The integration process 
takes a year or two, providing a steady 
stream of bottom line improvement dur- 
ing market slowdown as long as the pro- 
cess is well-executed. So is it after all 
such a smooth ride? Well, there are chal- 
lenges standing forth on this route: 

e Share prices: Current share prices 
are trading at prices higher relative 
to historical P/E ratios and book val- 
ues. 

e Credit spreads between well-run in- 
stitutions and the rest of the pack is 
historically low due to choppy inter- 
est markets. These often dissuade 
many natural acquirers to look at 
weaker players as it would dilute the 
combined holdings and result in im- 
mediate punishment from the mar- 
ket. 

• Past acquisitions have not been an 
unmitigated success often due to 
poor execution, in turn, creating poor 
sentiments in the market. 

Besides, ‘economic nationalism’ is 
visible in resistance to consolidation. In 
highly competitive markets such as Aus- 
tralia, UK and Canada legitimate com- 
petition concerns are fueling this resis- 
tance. In others such as France, Italy and 
Spain, opposition has more to do with 
protecting ‘national champions’. In a 
number of most promising emerging 
markets such as China, South Korea 
and Turkey, fear of domination in a key 






Domestic Credit as % GDP 


Trends in Bank Credit 


Domestic bank credit as % GDP 





GDP per capita ($K 1995 prices) 





economic sector is driving such opposi- 
tion. Such barriers tend to limit opportu- 
nities to acquire non-controlling stakes 
in institutions, thereby limiting syner- 
gies and cost-cutting. 

Today’s large institutions are gar- 
gantuan and any acquisition must make 
strategic sense to have any appreciable 
effect on the bottom line and impact on 
the financial profile of the institution. 
Thus, M&As alone may not do the trick. 

Amidst such an array of issues the 
other pragmatic strategic step to profit- 
ability targets, is perhaps cost-cutting in 
existing businesses. The key challenge 
for these institutions in cost-cutting 
mode is to implement the reductions 
without negatively impacting the oper- 
ating businesses and their customers. 
We have identified some of the func- 
tional areas where cost reduction can 
take place without damaging the busi- 
ness. 

Integrating governance, risk 
and compliance functions: One of our 
clients conducted an internal study 
which showed a growth in its compliance 
costs by a CAGR of over 40% over the 
last few years. Leading firms are imple- 
menting a comprehensive, integrated 
governance, risk and control framework 
as well as a program of communication 
with the regulators. Rationalization of 
risk assessment methodologies, tools 
and execution plans, eliminates duplica- 
tion, drives consistency and reduces the 
demands on the business to “answer the 
same question three times”. 
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Five Principal Handles Envisaged by PwC that would Impact Banks 


• Upgrading technalogy to track rish 
exposure accurately and за у 
CAM will move towards a more 
proactive role. 

* Secarity will be the key differentiasor 


Technology 


• A truly global footprint ensure: а 
hugely compiex compliance caalienge 

• Enterprise-wide risk management 
systems will mature and 
proliferate 

* Greater reporting visibility wel 
empower all concerned 





Taking another look at non-dis- 
cretionary expense areas: Data costs 
and legal costs are two examples. 
‘Champions’ in the organization guard 
these ‘off limit’ areas as they are often 
integral to running the business. Data 
costs cover market data used in trading 
environments and non-real time data 
used in research and other businesses 
functions. Our analysis shows, that 10- 
15% of these costs can be driven away 
without any business changes. A hand- 
ful of leading firms have effectively ap- 
plied standard procurement techniques, 
such as rate cards, limitations of billing 
hours, etc. to contain legal costs. 

Creating a ‘right placement’ 
framework in sourcing: The patch 








Regulatery Trends 


» Restriction cn branch licensing/fresh 
Non-Banking Financial Company 
(МВЕС); 

> RBI's phased road map for foreign banks 
in India and guidelines on ownership is- 
Sued and are virtually frozen till 2009; 

> Вазе!!! guidelines to be implemented by 
banks by March 2008-09: 

> Priority sector lending obligations of 
banks continue; and 


> New NBFC norms announced by RBI— 
as part of a move towards activity-based 
Supervision from entity-based supervi- 
sion 
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Politics 


Economic 
Cycle 


• Rising competitive pressures will 
force institutions to differentiate 
more aggressively 


work of sourcing options and little to 
no consistency in location identifica- 
tion, execution and management, cre- 
ate cost islands. By developing a con- 
sistent framework to assess, manage, 
deliver and reposition (move from one 
location to another), a business pro- 
cess and its attendant technology, 
people and associated infrastructure, 
a company can generate substantial 
cost savings over a period of 12-18 
months. 

Moving from project manage- 
ment to project execution excel- 
lence: Historically, Project Manage- 
ment Offices (PMOs) have seen a dis- 
proportionate increase in their costs 
during periods of expansion. The an- 


Trends: Regulatory and Business 


Business Trends 

> . Rapid growth in the retail lending market; 
Increase in credit card penetration; 

> . Renewed focus on SME (Small and Me- 
dium Enterprises) segment; 

> — Banks are gearing themselves with spe- 
cific wealth management offerings; 

> — Technology initiatives undertaken e.g., 
соге banking by all the public sector 
banks and customer analytics by quite a 
few banks; 

> — Inbound investment by foreign players 
exceeds outbound investment by Indian 
players; and 

> — India—continues to be a popular desti- 

nation for outsourcing/offshoring 


swer going forward is a disciplined 
project portfolio analysis and institu- 
tion of a consistent framework to de- 
termine priority efforts. 

Thus, through strategic cost-cut- 
ting that takes into consideration 
business objectives, financial institu- 
tions can gain momentum they need to 
move through this phase of the eco- 
nomic cycle. 

The traditional model of branch 
banking has given way to a mix of chan- 
nels with more and more processes 
shifting to a shared service center, thus 
leaving more time to the bank staff for 
prospecting and selling. While India 
continues to be the favorite destina- 
tion for offshoring for foreign banks, a 
discerning trend among banks of In- 
dian origin is to look at ‘reverse 
offshoring’, that which is looking to 
push the back-offices of their overseas 
branches to the parent country. 

We believe that banks have to con- 
tinuously look for value innovation and 
capitalize on the shift across the con- 
tinuum of continuous performance im- 
provement. They need to look at pos- 
sible benefits emerging from such 
moves when positioned against their 
geographical expansion plans. More 
importantly, they should consider how 
Indian banks could look at developing 
shared service platforms, and create 
strategic advantages as part of their 
increasing global footprint. 

Banks need to run the shared 
service centers (an euphemism for 
in-house BPOs) like a business, with 
clear metrics and defined quality 
standards. 

To conclude with a quote for the 
best-selling Blue Ocean Strategy, 
“Whether or not a company can attain 
sustained profitable growth depends 
largely on whether it can continuously 
stay in the forefront during consecutive 
rounds of blue ocean creation. Lasting 
excellence is scarcely achievable for 
any company...."m 


Disclaimer: The views expressed here are that of the authors and 
not necessarily that of PricewaterhouseCoopers. 
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Basel II 


Implications for Indian Banking 


Most banks are required to rethink their business Strategies as well as the associated risks to facilitate the 


implementation of Basel ||. 


— Russell Parera 
Chief Executive Officer, KPMG India 





ffective management of risk has 

always been the focus area for 

banks owing to the increasing 
sophistication in the product range and 
services and the complex channels that 
deliver them. This makes it imperative 
for banks to adopt sophisticated risk 
management techniques and to estab- 
lish a link between risk exposures and 
capital. 

Basel П is intended to improve 
safety and soundness of the financial 
system by placing increased emphasis 
on banks’ own internal control and risk 
management processes and medels, 
the supervisory review process, and 
market discipline. Indeed, to enable the 
calculation of capital requirements un- 
der the new Accord requires a bank to 
implement a comprehensive risk man- 
agement framework. Over a period of 
time, the risk management improve- 
ments that are the intended result may 
be rewarded by lower capital require- 
ments. However, these changes will 
also have wide-ranging effects on a 
bank’s information technology systems, 
processes, people and business, beyond 
the regulatory compliance, risk man- 
agement and finance functions. 

Basel П also enceurages the ongoing 
improvements in risk measurement, as- 
sessment and mitigation. Thus, the new 
Accord presents banks with an opportu- 
nity to gain competitive advantage by al- 
locating capital to those processes, seg- 
ments, and markets that demonstrate a 
strong risk/return ratio. 
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The Mid-term Review of Annual 
Policy for the Year 2006-07 from the Re- 
serve Bank of India (RBI) revealed that 
the intended date for adoption of Basel 
II, i.e., March 31, 2007, had to ђе post- 
poned by two years, taking into consider- 
ation the state of preparedness of the 
banking system in the country. 

The relaxation in the timelines is un- 
likely to slow down the implementation 
of Basel II projects. The more proactive 
banks are likely to grasp the opportunity 
to secure a competitive advantage and 
manage their risks better, thus reducing 
their exposure to potential losses. 

It is important to note that these 
new requirements could decisively im- 
pact a bank’s broader business and op- 
erational objectives. Therefore, Basel II 
needs to be viewed as much more than 
mere regulatory compliance. It must 
also be noted that the implementation 
of Basel II calls for a deeper understand- 
ing of the underlying principles and 
avoiding an underestimation of the 
complexities involved. 

KPMG India in August 2006 con- 
ducted a survey amongst the leading 
Indian banks to determine the progress 
made by banks with regard to Basel II 
implementation and to understand the 
issues and challenges that banks were 
facing in this regard. The survey was 
structured in a manner to explore and 
examine the key aspects of the imple- 
mentation programs being pursued— 
namely, the drivers, the project plan, 
technological readiness, resource plan- 


ning and the perceived benefits and 
challenges. 

Thirty-two banks were surveyed, 
which included nine public sector banks, 
six new private sector banks, 12 old pri- 
vate sector banks and five foreign banks 
based in India. The feedback from par- 
ticipants was obtained in a variety of 
ways—personal discussions and inter- 
views over the telephone, while some 
banks chose to complete the question- 
naire and post their responses. It was 
observed that foreign banks, in general, 
were being guided by their parent 
entity's risk management policies and 
therefore as a group, they were excluded 
from the survey on account of inadequate 
responses. 

The key findings of the survey are as 
under: 
> Banks surveyed appeared to have ei- 

ther already begun or are about to be- 

gin their Basel II program. They 
seemed confident of their ability to 
meet the RBI guidelines for achiev- 
ing the Standardized Approach for 

Credit Risk and the Basic Indicator 

Approach in respect of Operational 

Risk. However, given the impending 

timelines for the implementation of 

the Basel П norms, banks lagging be- 
hind need to devote considerable re- 
sources in this area so that they can 
address the necessary requirements 
of the RBI. 

> Compliance with regulation is driv- 
ing the Basel П implementation pro- 
gram in 46% of the banks surveyed. 
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New private sector banks ranked 
enterprise risk management over 
compliance as their key driver. 

» Although the regulator is yet to is- 
sue more specific guidelines in addi- 
tion to those that have been issued 
so far, only 16% of the banks sur- 
veyed have commenced the process 
of planning for the more advanced 
approaches of Basel II, including col- 
lection of loss data, risk mitigation 
techniques and capital modeling. 

» From a technological perspective, 
respondent banks indicated that 
some progress has been made in 
credit and market risk manage- 
ment. However, the same level of 
preparedness was not evident in the 
case of operational risks. 

> Approximately, 75% of the banks 
surveyed have not specifically 
budgeted funds for their Basel II 
program. 

» Eighty-nine percent of the banks 
surveyed indicated that they have a 
‘dedicated team’ responsible for 
Basel II implementation. However, 
very few banks have established the 
position of Chief Risk Officer with a 
reporting line to the CEO/Board and 
whose role has been defined with 
sufficient clarity. 

» Ninety percent of the banks believe 
that successful implementation 
will not only result in better compli- 
ance but will also improve efficiency 
of capital management, enhance 
shareholder value and lead to im- 
proved management of their opera- 
tional risks. 

> Over 95% of the private sector 
banks surveyed view “regulatory 
validation of their risk manage- 
ment systems and models' as their 
biggest Basel II challenge, which 
would be addressed gradually as 
more detailed guidance is provided 
by the regulator. On the other hand, 
Public Sector Banks (PSBs) view 
“validation of systems/models by 
internal and external auditors" as a 
bigger challenge. 
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The biggest challenge for Indian 
banks while implementing Basel II 
is likely to be the regulatory valida- 
tion of systems, a subject which 
would require more detailed guid- 
ance from the regulator. 

Another significant challenge re- 
lates to the data—its availability 
and quality. The resolution of this 
challenge, which is greater in the 
case of operational risk, would re- 
quire considerable time and re- 
sources. 

With Basel II looming large, risk 
and capital management presents 
an even greater challenge. This be- 
comes an even bigger challenge for 
banks with a higher proportion of 
Non-Performing Assets as capital 
allocation needs to be based on the 
risk characteristic of the asset. 
Private sector banks, both old and 
new, view validation of their risk 
systems/models by the RBI as their 
most critical challenge. 

PSBs, on the other hand, consider 
validation of risk assessment by in- 
ternal and external auditors (as re- 
quired under Pillar II) as their big- 
gest challenge. 


> Cost of compliance is not perceived 
by banks as a significant concern, 
clearly indicating that most chal- 
lenges are either regulator or tech- 
nology-driven. 


The future of Basel Il in India 

Banks in India are now looking to capi- 

talize on the favorable business condi- 

tions arising from the steady economic 
growth in the country. But high levels of 
debt represent a real strategic threat, 
especially when the competitive pres- 
sures are increasing. At the same time, 
there continues to be a squeeze on inter- 
est margins. The search for higher 
yields is being reflected in moves to- 
wards less-established markets and 
more complex products, both of which 
inevitably raise a bank's risk profile. 
We believe there are a number of is- 
sues that will require consideration in 
the fullness of time, particularly as 

Basel II implementation programs 

within banks mature. Some of these 

are: 

> An early ‘buy in’ from the senior 
management and business leaders 
is essential to help ensure the suc- 
cess of the Basel II project. Without 
visible support and encouragement 
from the business leaders, imple- 
mentation can become very difficult 
and time-consuming. 

> Good risk management involves а 
high degree of cultural change. Ет- 
bedding good risk management 
practices into the day-to-day busi- 
ness processes is necessary to help 
ensure compliance with the qualita- 
tive and quantitative aspects of 
Basel II requirements. 

» Sophisticated risk management 
techniques, particularly under the 
advanced approaches, require re- 
sources with appropriate skill sets 
and proper training. 

» A number of banks, globally, have 
found it useful to offer incentives to 
and reward good risk management 
practices through the use of human 
resources policies. 
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> The advanced approaches for credit 
and operational risk management 
recommend the use of loss data for 
the purpose of capital modeling. 
Banks should evaluate the external 
databases available to assess if rel- 
evant information can be obtained. 
~ Banks in India now need to comply 
with a number of different regula- 
tory initiatives, such as Sarbanes- 
Oxley, Basel II, and Clause 49. 
Implementation of these as stand- 


alone solutions can duplicate effort. 

An integrated approach through a 

suitable risk management frame- 

work could well help the banks to 
gain synergies. 

Besides, the new or altered meth- 
ods that must be employed for comput- 
ing capital requirements, there would 
also be a change in resource needs, pro- 
cesses and the Information Technology 
architecture. These changes could ulti- 
mately pose broad challenges for a 


bank's board of directors and its senior 
management, who are charged with 
new risk management and reporting 
responsibilities under the new Accord. 
These senior leaders will need to con- 
sider how Basel II compliance could (or 
should) integrate with other efforts 
they are making to improve corporate 
governance.@# 
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Interest Rates 


Future Outlook 


Price determination in the secondary market is a function of liquidity in the system and events in the domestic and 
global market that shape interest rate expectations. 


here are two dimensions to the 
outlook on interest rate. One, 
the sovereign and corporate 
bond yield curves as derived by trading 
in the secondary market. The other is 
the interest rate on housing and other 
consumer loans extended by banks or 
cther institutions. The interest rate on 
loans is what is experienced by us in our 
day-to-day life, but this rate more or 
less follows the sovereign yield curve. 
The secondary market yield curve 
of sovereign or corporate securities is 
dynamic, subject to change upon each 
and every trade. Potentially, each 
trade can take place at a different 
vield/price which can reset the yield 
curve. Price determination in the sec- 
ondary market is a function of liquidity 
їп the system and events in the domes- 
zc and global market that shape inter- 
est rate expectations. The interest rate 
on loans granted by banks or other en- 
tities is derived from the yield curve in 
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terms of direction, and is shaped by 
other determinants such as quality of 
the loan book (NPA level), capital ad- 
equacy, reserve requirements, and de- 
gree of competition among entities. 
Now let us look at the relevant fun- 
damentals of our economy that shape 
the future outlook. Surplus liquidity in 
the system is one factor that plays a 
major role in determining interest 
rates. System liquidity is abundant 
now and is expected to remain ad- 
equate going forward. Since April 1, 
2007, incremental deposits in Sched- 
uled Commercial Banks (SCBs) up to 
August 17 were Rs. 1,48,878 cr, 
whereas incremental credit off-take 
was Rs. 14,852 cr only. Since January 
1, incremental deposits in SCBs up to 
August 17 were Rs. 3,54,745 cr, 
against which incremental off-take 
was Rs. 1,71,701 cr. To take a look at 
the corresponding period of the previ- 
ous year, incremental deposits over the 


period April 1-August 18, 2006 were 
Rs. 1,48,521 cr and incremental credit 
off-take was Rs. 79,672 cr, i.e., the off- 
take was significantly higher than in 
2007. Over the period, January 1-Au- 
gust 18, 2006, incremental deposits 
were Rs. 2,98,430 cr against which in- 
cremental off-take was Rs. 2,40,048 cr, 
palpably higher than this year. Going 
forward, savings are expected to re- 
main buoyant and coupled with the 
money multiplier effect, will bolster 
deposit levels in banks. This, in turn, 
will lead to adequate liquidity in the 
system. 

Credit off-take is likely to increase 
with the onset of the busy season of our 
economy, i.e., the second half of the fi- 
nancial year. The growth rate of the 
economy, which is relevant in the con- 
text of forming a view on potential 
credit off-take, is expected to remain 
buoyant. Over the past four years, the 
growth rate of our economy has been 
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robust, but there has been а tapering of 
credit-off-take from banks. This indi- 
cates that capacities are already there 
and along with higher demand, there 
would be enhanced delivery from the 
platform that is already available. On 
balance, incremental deposits for the 
financial year net of incremental off- 
take are expected to remain positive. 
The quantum outstanding under the 
Market Stabilization Scheme is 
Es. 98,970 cr; a corpus can be gradually 
released into the system if and when 
there is shortage of liquidity. 

The other factor that has been con- 
tributing to liquidity is inflows from 
abroad. Forex inflows come through 
various avenues including FII portfolio 
investments, FDI, remittances by 
NRIs, ECBs/FCCBs, ete. Accretion to 
forex reserves April 1, 2007 has been 
US$ 29.67 bn and accretion since 
January 1 a robust US$51.6 bn. Going 
forward, globally, there are some 
doubts about the extent of cross-border 
flows on accourt of the subprime con- 
cerns. There cculd be forced redemp- 
tion from hedge funds, unwinding of le- 
veraged positions and flight to safe ha- 
ven investments; e.g., US Treasuries. 
On the other hand, if there is a reduc- 
tion in the US Fed target rate, India 
will become more attractive on a rela- 
zve basis. In any case, apart from the 
пој money, steady portfolio invest- 
ments have to find their way to funda- 
mentally sound destinations. India re- 
mains one of the favorite destinations 
for FIIs. 

Apart from FII inflows, there is a 
small question mark over External 
Commercial Borrowing (ECB) inflows 
because of the restrictions imposed re- 
cently. A company raising ECBs of 
more than US$20 mn can use it only 
for financing permissible foreign ex- 
penditure i.e., imports or acquisitions 
abroad. This implies that dollars 
raised via big ticket ECBs will have to 
be spent overseas and cannot be used 
to finance rupee expenditure. Nonethe- 
less, the major chunk of the approx. 
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US$25 bn raised last year was spent 
abroad; hence, it is unlikely to make 
any significant difference to ECBs to 
be raised this year. 

All said and done, there could be a 
marginal impact on future forex in- 
flows, but come what may, core inflows 
are bound to be there. There are pa- 
rameters other than liquidity that 
shape yield expectations, which im- 
pact the sentiments of market partici- 
pants and give direction to yield move- 
ments in the secondary market and 
hence to the primary market as well. 

RBI has taken a series of rate hike 
measures with the primary objective of 
controlling inflation. RBI’s inflation 
target is 5% for 2007-08 with a me- 
dium term target of 4 to 4.5%. Average 
inflation this fiscal year so far is 
approx. 4.9% and the last reading is 
3.79% (week ended August 25, 2007). 
Though inflation seems to be under 
control, there is a small risk of infla- 
tion being mildly upward sloping to- 
wards the later part of the financial 
year as the favorable base effect wears 
out. Inflation is computed year on year 
and for the periods the base effect (in- 
flation in the corresponding week last 
year) is not high, inflation this year 





could be mildly upward sloping. The 
other relevant factor is that Broad 
Money (M3) growth rate, at 20.0% year 
on year, is on the higher side of ВВГз 
comfort level of 17-17.5%. 

Apart from these factors, things 
are under control, and viewed in juxta- 
position with the GDP growth rate, in- 
flation is reasonable. Loans to the real 
estate sector by banks have been cur- 
tailed and risk weightages for loans 
have been increased. All in all, RBI 
may go for one more rate hike, if re- 
quired, from the perspective of cooling 
down M3 growth rate, but there would 
not be any significant northward move- 
ment. Coupled with comfortable li- 
quidity, yield levels are somewhere 
near to peaking out. 

Globally as well, benchmark over- 
night rates are at the cusp of peaking 
out. The US Fed Fund Target Rate is 
5.25% and the discussions on the possi- 
bility of rate hikes have now changed to 
discussions on the possibility of reduc- 
tions going forward. Since August 17, 
2007, when the US Fed FOMC reduced 
the discount rate by 50 basis points from 
6.25 to 5.75%, the message has been 
clear: the Fed is ready to act if and as 
required. The US Fed rate being the bell- 
wether for bond markets, any rate reduc- 
tion measure would be a significant sen- 
timent booster. The European Central 
Bank may raise rates going forward 
from 4% at present, but there is not 
much of room northward. That leaves 
Bank of Japan as the candidate to raise 
rates, but if the US Fed moves south- 
ward, which is widely expected now in 
the wake of the subprime problem, the 
signaling impact globally would out- 
weigh other Central Bank moves. 

What we derive from this discussion 
on the fundamentals of the economy is 
that there is some marginal scope for 
the yield curve to move up, but over the 
medium term yields are expected to be 
stable or possibly even downward slop- 
ing. Having said that, interest rates as 
experienced by the common man is also 
expected to be stable, because the pa- 
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rameters that determine the rates are 
similar to those that shape yield curve 
expectations. 

It is germane in this context to un- 
derstand the linkage between second- 
ary market rates and rates on loans of- 
fered by banks. If the yields available in 
secondary market investments are 
high, it is relatively more attractive to 
invest in gilts than to offer loans to 
corporates or individuals. There is no 
credit risk in exposure to G-Secs, which 
is an added advantage. On the other 
hand, if yields in the secondary market 
are low and loans can fetch a higher re- 
turn, banks would rather concentrate on 
extension of loans and invest only 25% 
of incremental deposits in Statutory Li- 
quidity Ratio (SLR) securities. 

There is a counterpoint to this 
theory of relative attractiveness of gilts 
vis-à-vis loans. Even if yields in the sec- 
ondary market are low, there are expec- 
tations that, going forward, yields 





would come down further and it would 
be beneficial to invest in the secondary 
market as there would be capital appre- 
ciation merely by holding on to it. There 
were periods of time when bank trea- 
suries made huge profits simply by 
holding on to their investments in the 
mark-to-market category, a practice 
that came to be known as ‘lazy banking’. 
By the same logic, even if secondary 
market yields are high, it is expected 
that yields would move up further and 
banks would be better off by extending 
loans, preferably floating rate loans. 
Having said that, there is a way to avail 
of the relatively higher yields in the sec- 
ondary market and not be affected by 
market movements, if yields are to 
move up subsequently. Exposure to 
gilts may be classified in the held-till 
maturity category, where there is no 
mark-to-market requirement. 

The decision between purchase of 
gilts and extension of loans is based on 
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various parameters and what we have 
discussed here are the basic dynamics. 
There is a lead time as well; sanction of 
loans, disbursal and monitoring require 
some time till numbers on the ground 
start moving up. 

At this juncture, the expectation is 
that secondary market yield levels 
would be more or less steady. Yield lev- 
els may move northward to a minor ex- 
tent if there is any rate hike by 
RBI or temporary system liquidity 
shortage. There could be a limited 
southward movement if there is sus- 
tained improvement in liquidity. On 
balance, there would not be any major 
movement either way. Hence, there is 
scope for interest rates to come down, 
since incremental deposits, net of SLR 
and CRR requirements would be the 
additional supply in the corporate, 
housing and consumer loans market.a 
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Indian banks have effected structural improvements in their risk management capabilities, and while a lot more 
needs to be done before the modeling approaches under Basel Il can be validated, investments in technology 
have helped improve credit appraisal and loan monitoring capabilities. 


nant financial intermediary in 

the economy. Loans grew 30% 
y-o-y for the last three years ир to end- 
March 2007 (FY07) on the back of 
strong economic growth (over 8% y-o-y 
since FY04, 9.4% in FY07). Rapid loan 
growth, together with the appreciation 
in asset prices, led Fitch Ratings to 
raise the Macro-Prudential Indicator 
of the Indian banking system to ‘mod- 


ES banks remain the domi- 
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erate vulnerability’ from ‘low vulner- 
ability’ in September 2006. The cen- 
tral bank too lightened its monetary 
policy. While loan growth has slowed 
down, credit demand is expected to re- 
main strong given the investment cycle 
that is currently underway. 


Government and private banks 
Though the 28 government banks ac- 
count for over 70% of assets in the 
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banking system, the new private 
banks have been rapidly growing (11% 
of assets in FY02, 15% in FY06). The 
increasing importance of some of 
these banks is likely to continue given 
the sizeable equity issuances by the 
three largest private banks—ICICI, 
HDFC Bank and Axis Bank—which 
together raised about US$7 bn in 
June-July 2007, taking the total eq- 
uity of these three banks to nearly 
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half the combined equity of all govern- 
ment banks. The government's hold- 
:ngs in many of its banks are close to 
ће statutory minimum of 51%, which 
restricts the ability of these banks to 
raise further equity. Issuing hybrid 
Tier 1 and Tier 2 capital will therefore 
remain the preferred option for the next 
two years. The government will, how- 
ever, soon need to decide whether to re- 
duce its direct shareholding, perhaps in 
favor of government controlled institu- 
tions (such as Life Insurance Corpora- 
поп of India) or permit non-voting 
shares. The need for equity will remain 
feremost, not only to support loan 
growth, but also to provide for opera- 
tional risk under Basel II and for pen- 
s:on liabilities that are underfunded in 
many government banks. 

Reported asset quality ratios have 
improved significantly since FY02, 
бит will now be tested, as consumer 
loans season and rising interest rates 
affect borrower's repayment capacity. 
NPL ratios have started to increase 
for some banks since March 2007, and 
tnis may set a trend if interest rates 
continue to rise; however, the more 
vulnerable asset categories, including 
unsecured ccnsumer loans, capital 
market exposures and real estate 
lending, comprise less than 10% of to- 
tal loans. The median net NPL/equity 
ratio (less than 10% in FY07) is there- 
fore unlikely to rise sharply. Credi- 
tors' rights have also been strength- 
ened and recovery from delinquent ac- 
counts is gradually improving, though 
an auction market for distressed as- 
sets will take a while to be estab- 
lished. Risk management systems 
ere evolving in most banks, although 
model-based approaches for calculat- 
ing probabil:ty of default and loss 
given default are likely to take three 
to five years to be validated. In the 
meantime, most large banks will 
implement the standardized ap- 
proach for credit risk and basic indica- 
tor approach for operational risk un- 
der Basel II from March 2008. 
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Characteristics and structure of 
the banking system 

Prior to 1991, India's banking system 
was almost entirely owned by the gov- 
ernment, barring 22 private banks 
that were considered too small to be 
nationalized, and the foreign banks. 
The financial reforms that followed 
the economic crisis in 1991 resulted in 
the banking system gradually moving 
from a totally administered sector 
into a more market-driven one. The 
reforms included deregulation of in- 
terest rates, reducing the statutory 
co-option of bank deposits to finance 
government deficits (the Statutory Li- 
quidity Ratio—reduced to 25% in 
1997 from 38.5% in 1992), permitting 
the entry of private banks and insur- 
ance companies, and the development 
of new institutions for trading, clear- 
ing and settlement of debt market 
transactions, forex and derivative in- 
struments, credit information bu- 
reaus and asset reconstruction com- 
panies. These were accompanied by a 
progressive tightening of prudential 
norms for asset quality and capital 
adequacy in line with international 
standards. 


Government banks continue to 
dominate system assets, though the 
new' private banks, particularly the 
three largest private banks, have been 
growing rapidly. Private insurance 
companies and mutual funds have 
also been growing rapidly but remain 
relatively small. Banks are therefore 
likely to remain the largest financial 
intermediary group, particularly since 
the domestic corporate debt capital 
markets lack depth and are only ac- 
cessible to the better rated entities. 

At present, the government's 
shareholding in its banks is required 
to be at a minimum of 51%, except in 
the case of State Bank of India, where 
it is set at 55%. For private banks, no 
single entity or group of related enti- 
ties can hold or control, directly or in- 
directly, in excess of 10% of the paid 
up capital to ensure diversified owner- 
ship. Any higher level of shareholding 
requires approval from the RBI. Total 
foreign shareholding in private sector 
banks is limited to 74% and thus at 
all times, at least 26% of the paid up 
capital would have to be held by resi- 
dents. The FII investment limit of 
49% of a private bank's share capital 
is a part of the overall 74% ceiling. 

The financial position of Indian 
banks has improved considerably 
since 2002 during a benign credit pe- 
riod amidst strong economic growth. 
Bank credit witnessed strong expan- 
sion, led by consumer loans, particu- 
larly residential mortgages, followed 
by the corporate sector. Interest rates 
fell during the first half of the decade 
before reversing; the 10-year govern- 
ment securities (G-Secs) yield fell 
from 11.8% in 2000 to 5% in 2004, and 
has been rising thereafter (7.9% in 
August 2007). Banks have therefore 
pared their traditionally high hold- 
ings of G-Secs in order to reduce the 
impact of mark-to-market losses, and 
these holdings declined from 41% of 
their net demand and time liabilities 
in March 2004 to around 27% in 
March 2007. 
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We have always measured 
our success by the 
upwaro curve. 





Not only on our profit charts 
but on our customers’ faces. 


We realise that our customers don't just 
need better service, but schemes that think 
ahead...that anticipate needs. Because it's 
not just about 'service' or 'returns' but about 
helping achieve goals...and making dreams 
come true. 

We have designed schemes that 
anticipate every need. Covering corporate 
loans to personal loans! 

For we believe, the true measure of a 
bank's success is not in its balance sheet but 
on the faces of its customers. 
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Banks have been investing in tech- 
nology, including the ‘core banking’ 
software, ATMs, Internet banking 
and electronic funds transfer. The new 
private banks lead the field; for ex- 
ample, the ratio of ATM/branch was 
Зх for these banks, compared to 0.3х 
for government banks. The large and 
sometimes far-flung branch network 
of government banks often pose a 
challenge to deploying technology, 
with branches in rural areas account- 
ing for 38% of their network but only 
11% of deposits, compared to 5% of 
branches for the new private banks. 

Creditor rights have gradually im- 
proved and the setting up of Asset Re- 
construction Companies (ARC) is ex- 
pected to help develop an auction mar- 
ket for delinquent loans and the under- 


Indian banks face challenges in maintaining 
profitability even as rising interest rates start to 
affect the borrower's repayment capacity. 


lying collaterals. The Asset Reconstruc- 
tion Company (India) Limited (ARCIL) 
was the first ARC (launched in 2003) 
and had purchased 559 NPL accounts 
from banks and financial institutions 
with dues (principal and overdue inter- 
est) amounting to Rs. 21 bn ($5 bn) up 
to March 2006. About 10% of the portfo- 
lio had been ‘settled’ by end-March 
2006, with recoveries of around 40% of 
the dues from these accounts. 

The setting up of the first crecit bu- 
reau, Credit Information Bureau of In- 
dia Limited (CIBIL), in 2001 was 
timely, as the consumer loan market in 
India grew rapidly soon thereafter. 
CIBIL was promoted by State Bank of 
India, Housing Development Finance 
Corporation, Dun & Bradstreet and 
TransUnion and collects both ‘positive’ 
and ‘negative’ data from a large number 
of Indian banks. Infermation on 90 mil- 
lion Indian borrowers has reportedly 
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been collected so far; a CIBIL check is 
now carried out by most lenders, and re- 
payment histories are generally avail- 
able for over 50% of applications from 
urban areas, especially in the salaried 
customer segment. A scoring system is 
also being developed. Given the increas- 
ing penetration of consumer loans, more 
credit bureaus are expected to be 
launched. 


Outlook 


Indian banks face challenges in main- 
taining profitability even as rising in- 
terest rates start to affect the 
borrower’s repayment capacity. The 
need for infusing further capital will 
also remain strong. Indian banks have 
benefitted from strong investor inter- 
est and have raised increased 
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amounts of capital from both the do- 
mestic and international markets 
since FY06. Any sustained deteriora- 
tion in global liquidity could therefore 
affect growth prospects. Nevertheless, 
most of the larger banks have a strong 
domestic franchise and reach, which 
helps them exploit growth opportuni- 
ties. Indian banks have also effected 
structural improvements in their risk 
management capabilities. While a lot 
more needs to be done before the mod- 
eling approaches under Basel II can be 
validated, investments in technology 
have helped improve credit appraisal 
and loan monitoring capabilities. The 
rating outlook for the sector therefore 
remains stable, though a few of the 
smaller banks remain vulnerable to a 
gradual squeeze-out by competition. 


Accounting standards 


Accounting standards and disclosure 


norms have been strengthened with a 
view to aligning them with interna- 
tional norms and to improve gover- 
nance. А notable area of difference 
with international standards re- 
mains in loan loss provisioning, where 
Indian banks are required to follow a 
set criterion prescribed by RBI rather 
than any internal assessment of loss. 
In particular, this leads to understat- 
ing provisions for delinquent unse- 
cured consumer loans, where the regu- 
latory requirement of a 20% loan loss 
provision up to 12 months of default 
could be inadequate; in fact, some of 
the better banks create reserves 
based on internal assessment, which 
may result in creating a 100% provi- 
sion within six months of default 
based on recovery expectation. 

RBI has gradually strengthened 
disclosure norms for derivatives and 
banks are now required to disclose the 
notional principal amcunt, marked- 
to-market positions, present value 
impact of one basis point move in in- 
terest rates (РУО1) as at year-end 
date and maximum РУО1 observed 
during the year, separately for cur- 
rency and interest-rate derivatives. 
Draft guidelines issued recently also 
aim to create uniformity in valuation 
and accounting of derivatives and will 
require banks to account derivatives 
‘on-balance sheet’ and propose to in- 
troduce fair value accounting norms 
akin to international accounting stan- 
dards (IAS 39). 

The Institute of Chartered Accoun- 
tants of India has tightened the stan- 
dard for accounting persion liabilities 
(AS 15) based on actuarial valuations. 
The effect on government banks could 
be up to 1% of equity; banks are in dis- 
cussion with RBI on phasing out the 
implementation of this standard. The 
institute has recently announced imple- 
mentation of International Financial 
Reporting Standards (IFRS) from 
FY12; detailed guidelines are pending.a 
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Risk Management in Public Sector Banks 
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Sound risk management will ensure a healthy bottom line for the bank as risk taken by the bank will be 
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- KC Pandya 
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isk management is not some- 

thing new. Every employee join- 

ing a bank starts learning 
about the risk inherent in banking op- 
erations from day one. However, of late, 
the risk has increased substantially 
due to various factors narrated below: 
Globalization: Despite opposition to it, 
globalization has come to stay. Trade 
barriers have reduced considerably. 
Capital movement has also been liber- 
alized to a large extent. 
Deregulation: Interest rates 
nave been deregulated. Exchange rate of 
rupee is market determined, though RBI 
often intervenes to keep its value low. 
Competition: Competition has multi- 
plied. The new generation private sector 
banks are giving a stiff competition to 
public sector banks. Moreover, the pro- 
cess of disintermediation has also af- 
fected the public sector banks ad- 
versely. 
Technology: Rapid growth of technol- 
ogy has many benefits. Unfortunately, 
public sector banks are yet to leverage 
their recently acquired strength in this 
area. In the meanwhile, risk relating to 
technology has increased substantially. 
Manpower: Public sector banks are 
handicapped by age profile and low 
technical skills of their employees. 

However, the current focus on risk 

management comes from the final 
guidelines of RBI on Basel II. The ear- 
рег capital Accord of Bank of Interna- 
tional Settlement, known as Basel I, 
adopted a “one size fits all’ approach to 
credit risk. As the capital requirement 
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of ‘AAA’ rated exposures was the same 
as ‘BB’ rated exposure, the banks 
tended to acquire low quality/high re- 
turn assets. 

Basel II envisages a more risk sensi- 
tive approach to capital requirement. It 
also requires provision of capital for op- 
erational risk which was not covered 
under Basel I. All banks in India having 
presence outside India and all foreign 
banks operating in India are required to 
migrate to Basel II framework by March 
2008. The remaining banks are re- 
quired to migrate to Basel II framework 
by March 2009. 

The salient features of Basel II 
guidelines include: 


Pillar-1 
РШаг-1 envisages capital requirement 
for credit risk, market risk and opera- 
tional risk. Detailed guidelines are 
given for each risk category and within 
each risk category, there are different 
approaches. 
1. Credit risk: This is the most impor- 
tant category as maximum capital re- 
quirement will come from this category. 
There are three approaches as under: 
a) Standardized Approach: All 
banks in India have to follow this 
approach. It envisages different risk 
weights for different exposures 
based of the rating given by any of 
the approved "External Credit As- 
sessment Institutions (ECAIs)". 
The following four rating agencies 
have been approved by RBI for do- 
mestic exposure: CARE, CRISIL, 


FITCH, and ICRA. For external ex- 

posure, the following three agencies 

have been approved: FITCH, 

Moody's and Standard & Poor's. 

Further, rating should be ‘solicited 

rating by the borrowers. 

b) Internal Rating-based Ap- 
proach (foundation): This re- 
quires the banks to have robust in- 
ternal rating system. It is necessary 
that such internal га пе system is 
independent of business units 
which take credit decisions. It re- 
quires at least 3-5 уеагз data for 
calculation of Probability of Default 
(PD). 

c) Internal Rating-based Ap- 
proach (advanced): It requires 
five years data for computing PD, 
seven years data for computing Loss 
Given Default (LGD). 

The above ratings are applicable to 
corporate exposure, i.e., exposure above 
Rs. 5 cr; and exposure of less than Rs. 5 
cr is classified as retail exposure. For 
retail exposure, risk weights have been 
prescribed under the RBI policy. 

2. Operational risk: This involves 

three approaches. 

a) Basic Indicator Approach: Com- 
putation of capital requirement un- 
der this approach is very simple and 
not data-intensive. It is 1596 of gross 
average income, positive for the last 
three years. 

b) The Standardized Approach 
(TSA): This should not be confused 
with the standardized approach un- 
der credit risk. To arrive at capital 
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requirement under this approach, 
gross income has to be mapped to 
various business lines. Thereafter, 
depending upen the 'beta' factors 
provided by the RBI, capital charge 
has to be calculated. 

c) Advance Management Approach 
(AMA): Under this approach, capi- 
tal charge is based on average ‘loss’ 
due to operational risk in the last 
five years plus expected loss curing 
the next year. 

3. Market risk: This involves two ap- 
proaches: 

a) Standard Duration Approach: 
This approach is now followed by all 
banks. Capital charge under this 
method :s calculated on the basis of 
duration of investment. 

b) Model Approach: This 13 an 
advanced approach. It is based 
on internal risk management mod- 
els developed by bank. Barks in 
India are not yet ready for this 
approach. 

In the initial stage, all banks are re- 
quired to follow Standardized Ap- 
proach in Credit Risk, Basic Indicator 
Approach in Operational Risk, and 
Standard Duration Approach in Mar- 
ket Risk. Migration to higher ap- 
proaches will require RBI permission. 
Higher approaches are more risk sensi- 
tive and may reduce capital require- 
ment for banks following sound risk 
management policies. 


Pillar-2 

Under this pillar, the banks are re- 
quired to establish a robust risk man- 
agement system. Such a system is sub- 
ject to supervisory review. If the regula- 
tor is not satisfied with the risk profile 
of the bank and its risk management 
system, it has the right to prescribe 
higher capital requirement. 

Moreover, the banks are required to 
prepare Internal Capital Adequacy As- 
sessment Procedure (ICAAP) policy 
which should be duly approved by its 
Board. This policy should capture risk 
categories other than those covered un- 


90 | October 2007 | 





der РШаг-1, i.e., legal risk, concentra- 
tion risk, reputation risk, etc. Capital 
requirement under ICAAP policy will be 
over and above regulatory capital re- 
quirement. 

Under Pillar-2, the banks are ex- 
pected to put in place stress testing 
policy duly approved by the Board and 
also carry out stress testing and sce- 
nario testing. 

Independent validation of rating of 
credit exposures based on internal rat- 
ing models is also an important part of 
Pillar-2. 

Under operational risk, the banks 
may put in place a risk management 
system based on self-assessment of op- 
erational risk by branches and prepara- 
tion of a risk mitigation plan based on 
such self-assessment. 


Pillar-3 

Pillar-3 relates to periodical disclo- 

sures to regulator, Board of the Bank 

and market about various parameters 
which indicate the risk profile of the 
bank. The banks are required to put 
such disclosures on its websites. Such 
disclosures ensure market discipline. 

АП the three pillars under Basel II 
will ensure a sound banking system 
which can withstand the risk inherent 
in market economy. 

Sound risk management will ensure 

a healthy bottom line for the bank as 

risk taken by the bank will be commen- 

surate with return and will be within an 
approved risk management policy. 

However, a public sector bank faces the 

following challenges to make the risk 

management system work perfectly: 

> It should have the support of the top 
management. This will ensure ad- 
equate manpower and training etc. to 
the risk management department. 

» Risk management should not be con- 
fined to risk management depart- 
ment alone. The process of risk iden- 
tification and mitigation should be 
spread over the entire bank. 

» Risk management is extremely 
data-intensive. Accurate, reliable 





and timely availability of data is 
crucial for proper risk management 
function. Some of the public sector 
banks are still not 100% on core 
banking solution. This may hamper 
their risk management system. 
Even those banks, who are 10046 on 
core face, an enormous task of data 
cleansing. It is imperative that this 
issue has to be addressed urgently. 

» Risk management function has to 
be completely segregated from busi- 
ness operations. 

» In the initial stages, risk manage- 
ment department may be very un- 
popular as it stops 'business as 
usual’. Business units which are un- 
der tremendous pressure to perform 
may see risk management as an ob- 
stacle. This has to be overcome 
through peer level interaction and it 
is necessary through top manage- 
ment interaction. 

» Risk management should not be 
seen only as a regulatory require- 
ment which is to be complied with. 
It should be seen as a process which 
ensures the safety of the bank with- 
out jeopardizing its competitive- 
ness in the market. 

> А proper risk governance structure 
should be in place. 


Risk management: 

Professional requirements 

The qualifications and skills required 

for the position of a risk management 

professional include: 

» Knowledge of macroeconomics; 

» Knowledge of statistical concepts 
(this is necessary as risk manage- 
ment requires understanding of 
various statistical concepts such as 
Standard Duration, VaR, etc.); 

> Knowledge of how financial market 
works; 

> Understanding of derivatives and 
the risk inherent in them; and 

> Understanding technology. 

There are two international profes- 
sional organizations namely GARP 
and PRMIA which conduct professional 


| Chartered Financial Analyst | 


шай — — — 


examination for risk management 
professional. 


Functions of integrated risk 

management department 

The functions of the integrated risk 

management department in a bank 

include: 

> To put in place various policies such 
as Credit Risk Management Policy, 
Operational Risk Management 
policy, Market Risk Management 
Policy etc. and periodic review of 
such policies; 


Interest Rates 


» The conduct of meetings of commit- 
tees such as Credit Risk Manage- 
ment Committee (CRMC), Market 
Risk Management Committee 
(МЕМО), ORMC etc.; 

> The conduct periodic stress testing 
to ascertain market risk, liquidity 
risk etc.; 

» Independent validation of credit risk 
assessment of the corporate exposure; 

> Vetting of risks in various products 
launched by the bank and periodical 
review of such products from risk 
perspective; 


Different Strokes 


Over the last three years, the macroeconomic situation has changed and we are now in a situation wherein the 
impact of these past policy hikes is being felt in the economy. Besides, the impact of higher policy rates in India on 
actual lending rates in the system has been much higher than say in the case of the US economy. 


> Convening of ALCO meeting, which 
deals with assets liquidity mis- 
match and liquidity risk; 

» Online monitoring of various risk 
limits stipulated by investment 
policies, trading policy and market 
risk management policy in the func- 
tion of bank treasury; and 

» Assisting the top management in 
taking various decisions relating to 
raising of capital to meet Basel II 
norms.s 
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In the business world, the rear view 
mirror is always clearer than the wind- 
shield. 

— Warren Buffett 


is statement of Warren Buffett 
is so apt in the present market 
scenario. Markets, debt and eq- 


uity are in a state of flux worldwide. 
While the last year was characterized 
by a large number of central banks 
across the globe tightening interest 
rates, the scenario has changed dra- 
matically in the last few months. 

The main issue facing global mar- 
kets today is the growing defaults in 
the subprime mortgage sector in the 
US and whether this would ulti- 
mately lead to the US Federal Re- 
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serve cutting the Fed Rate, and more 
importantly to what extent. While the 
markets have just started focusing on 
the US subprime defaults, these de- 
faults first came to light much earlier. 
However, when the underperformance 
of this segment became obvious, the 
rise in credit spreads was limited only 
to the lower rated segments. However, 
the rise in credit spreads is now being 
seen in all segments, resulting in a 
significant tightening of liquidity, ne- 
cessitating the Central Bank inter- 
vention in the form of the Fed cutting 
the discount rate and other global cen- 
tral banks injecting liquidity into the 
banking system. 

So what does this mean for inter- 
est rates in India? Does this imply 


that interest rates in India are also 
likely to move down? 


Historical movement of policy 
rates in India 

Interest rates in India have been on an 
uptrend over the last three years. RBI 
raised the repo rate from 6% in 2004 
to 7.7596 currently. At the same time, 
the Cash Reserve Ratio (CRR) was 
hiked from 4.5 to 7%. The key factors 
leading to RBI hiking domestic inter- 
est rates were: 

> Emergence of demand led 
inflationary pressures in the 
economy; 

Abundance of liquidity adding to 
the existing inflationary pres- 
sures; and 
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Interest Rate Comparison 





10-year G-Sec Yield : April 01, 2004 






> Need to moderate the rate of credit 
growth, especially in certain seg- 
ments, to prevent the build up of 
an asset bubble. 

The macroeconomic situation has 
since changed and we are now in a 
situation wherein the impact of these 
past policy hikes is being felt in the 
economy. Also, we must note that the 
impact of higher policy rates in India 
cn actual lending rates in the system 
has been much higher than say in the 
case of the US economy. 

It is clear from the comparison 
above, that with RBI hiking the policy 
rates over the last three years, the im- 
pact on lending rates in the system 
has been significant. Further, with in- 
flation having come off sharply in In- 
Cia, real interest rates in the domes- 
tic economy are now significantly 
higher than in the US. 

The rising lending rates are now re- 
flecting in the money and banking sec- 
tcr indicators аз well. After a credit 
growth of close to 30% in the last three 
years, we have now entered a phase of 
subdued credit growth while deposit 
growth remains healthy. 

As per the latest data released by 
RBI, the overall bank credit growth in 
India has slowed down further to 
23.1% YoY as on August 17, 2007. 
This is in line with the trends seen so 
fer in FY08, wherein credit growth has 
slowed down significantly from the 
30% plus rates recerded over the last 
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three years. The slowdown in credit 
growth is in line with RBI's policy ob- 
jective of bringing down the rate of 
credit growth to 24-25% in ЕУО8. 

While incremental credit off-take in 
the first few months of FY08 has been 
low, deposits growth on an incremental 
basis is far in excess. Deposit growth 
continued to remain healthy with out- 
standing deposits recording a growth of 
22.8% YoY as on August 17, 2007. 

On an incremental basis, the first 
few months saw a negative credit-de- 
posit ratio. While the incremental 
credit deposit ratio is now positive as 
per the latest data released by RBI, it 
is significantly lower than last year. 
During the period April 01, 2007-Au- 
gust 17, 2007, the incremental bank 
credit growth of the Indian banking 
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system stood at Rs. 9,132 cr while in- 
cremental deposit growth during the 
same period stood at Rs. 1,34,828 cr. 

As a result of the slowdown in 
credit off-take, the outstanding credit 
deposit ratio too declined to close to 
70% as on August 17, 2007. Apart 
from capital inflows and RBI's inter- 
vention in the forex markets, the slow- 
down in credit growth, in a situation 
of continued deposit mobilization by 
banks, has been one of the main con- 
tributors to the rise in the overall li- 
quidity in the system. 


RBI’s monetary policy outlook 
At the last monetary policy meeting, 
while the CRR was hiked by 50 bp to 
7%, all other policy rates were left un- 
changed. The hike in the CRR was 
clearly in response to the prevailing 
situation of excess liquidity as a re- 
sult of RBI's intervention in the forex 
markets to keep the rupee stable as 
well as of government expenditure. 
Therefore, it was clear that the Cen- 
tral Bank was using the CRR as a tool 
for liquidity management only. 

As reiterated by the RBI governor, 
the main stance of monetary policy in 
FY08 focused on maintaining price 
stability and anchoring inflation ex- 
pectations. As stated in the monetary 
policy presented on July 31, 2007, RBI 
recognizes the "likely evolution of 
macroeconomic and financial condi- 
tions in the country and indicates an 
environment supportive of sustaining 
the current growth momentum". The 
Indian economy is possibly poised on 
the threshold of a step-up in the 
growth trajectory, but that there is 
evidence of “some cyclical elements 
embedded in the structural change". 
Thus, the need of the hour is to pro- 
vide growth in an environment of price 
stability. 

Apart from its focus on inflation 
management and maintaining price 
stability, the other key focus for the 
central bank is credit quality and or- 
derly financial markets in conjunction 
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with greater credit penetration and fi- 
rancial inclusion. The policy also 
rotes that while growth in non-food 
credit growth has decelerated, the ac- 
celeration in money supply and re- 
serve money warrants continued vigil. 

Liquidity management still re- 
mains the key policy objective, espe- 
cially given that the central bank still 
believes that upside risks to inflation 
remain. The RBI will continue with its 
policy of active demand management 
of liquidity through appropriate use of 
the CRR and Open Market Opera- 
tions (OMO), including the MSS and 
LAF, using all the policy instruments 
at its disposal flexibly as and when 
the situation warrants. 

Post this policy, we believe that we 
ere at the peak of the interest rate 
tightening cycle. We think that there 
exists no further case for hikes in 
policy rates especially given the 
higher pass through of policy rates on 
&ctual lending rates in the system. 
However, does this mean that we 
would see rate cuts in CY2007? Possi- 
bly not. We believe that RBI would 
keep policy rates cn hold in the near- 
term till it believes that the upside 
risks to inflation on account of domes- 
tic demand factors as well global fac- 
tors have diminished. 


US interest rates and its impact 
on India 
Any discussion on Indian interest 
rates would be incomplete without a 
reference to the global interest rate 
scenario. 

When the Fed met in the month of 
August 2007, the subprime crisis was 
yet to unfold. Since then the Federal 
Reserve had to resort to cutting the 
discount rate by 50 basis points to 
5.75% resulting in the narrowing of 
spreads between the primary credit 
rate and the Federal Open Market 
Committee's target federal funds rate 
to 50 basis points. The Board also ап- 
nounced а change in the Reserve 
Banks' usual practices to allow the 


94 | October 2007 | 





Shibani Sircar Kurian 
senior Economist at Dawnay 
Day AV India Advisors Private 

Limited 


provision of term financing for as long 
as 30 days, renewable by the borrower. 

In a major change from the previous 
statement, the Fed noted that “finan- 
cial market conditions have deterio- 
rated, and tighter credit conditions 
and increased uncertainty have the po- 
tential to restrain economic growth go- 
ing forward” and the “downside risks 
to growth have increased appreciably”, 

Although the Fed officials appear 
likely to keep their focus on inflation 
for now, the balance of risks has begun 
to tilt the other way. We believe that 
near-term growth prospects could re- 
sult in the Fed cutting rates at the 
September 18 meeting. Further, the 
pace with which financial conditions 
have tightened in the past month 
suggests that both the timing and 
scope for potential Fed leasing are 
changing. 

The probabilities as reflected by 
the Fed Fund Futures show almost a 
100% chance of a Fed Rate cut on Sep- 
tember 18, 2007 while there also ex- 
ists a 40% probability of a 50 bp cut in 
the rates. 


Domestic yield curve outlook 


Given the view that we no longer ex- 


pect to see higher policy rates in the 

country, we believe that yields on gov- 

ernment securities, especially at the 

longer end of the yield curve will start 

trending down. The key factors which 

support this view are: 

> Incremental deposit growth being 
higher than incremental credit 
growth: as discussed earlier in the 
report, on an incremental basis, 
the rate of growth of deposits has 
exceeded the rate of growth of 
credit, resulting in the lowering of 
the credit-deposit ratio and the 
subsequent increase in the invest- 
ment to deposit ratio. 

> With deposits continuing to grow 
at 23-24%, the incremental SLR 
demand from the banking system 
remains healthy. 

> Real interest rates in India re- 
main higher than in the US. 

> Further, given the higher pass 
through of policy rates on actual 
lending rates in the system, we are 
of the opinion that we are at the 
peak in terms of higher policy 
rates in the country. 

The hike in CRR as well as the re- 
moval of the Rs. 3,000 cr cap under the 
reverse repo has resulted in the flat- 
tening ofthe yield curve with the short 
end of the curve rising faster than the 
long end. The removal of the cap on the 
reverse repo has resulted in overnight 
call money market rates realigning to- 
wards the 6% mark pushing up short- 
term yields, which had earlier de- 
clined significantly as a result of the 
build up of liquidity in the system. 

At the long end of the yield curve, 
while in the short-term the 10-year is 
likely to trade т a range of 7.85-8.10%, 
we expect to see the 10-year declining 
to 7.75% in FY08. The declining yields 
at the longer end of the curve imply 
that investors should start taking du- 
ration calls and increase the average 
maturity of their fixed income 
portfolios.m 
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Basel II 


Advantages and Concerns 


Implementation of the advanced approaches under Basel || will 
have to substantially upgrade their existing MIS, 


pose a huge challenge to the banks which will 
risk management systems and technical skills of staff 


— George Joseph 
Executive Director, Syndicate Bank 





he implementation schedule of 

the new Accord and the choice of 

the different approaches to сот- 
pute risk is decided by each country. 
The Reserve Bank of India (RBI) has 
decided that all foreign banks operating 
ir. India and Indian banks having pres- 
ence outside India have to implement 
Basel II with effect from March 31, 
2008. All other Commercial Banks (ех- 
cluding Local Area Banks and Regional 
Rural Banks) are encouraged to mi- 
grate to Basel II Accord not later than 
March 31, 2009. Banks adopting 
Basel II as per the timeline prescribed 
have to implement Standardized Ap- 
proach for credit risk and Basic Indica- 
tor Approach for operational risk, while 
continuing 50 apply Standardized Dura- 
tion Approach for capital requirements 
under market risk. RBI does not permit 
any of the banks to implement ad- 
vanced approaches now. As and when 
banks put in place robust risk manage- 
ment systems and develop the neces- 
sary skills to implement advanced ap- 
proaches and the supervisor also puts 
in methods to effectively oversee the 
implementation of advanced ap- 
proaches, permission may be given by 
RBI to banks to migrate to advanced 
approaches. 


Advantages of Basel || 

Though every bank has to invest lot of 
time, manpower and energy in the 
implementation of Basel II, it is worth 
doing so. It helps the banks to assess 
zhe risks associated with the business 
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effectively; more so, it facilitates the 
banks to produce quantified and more 
realistic measure of the risks. Thus, 
Basel II enables the banks to handle 
business with more confidence and 
make better business decisions. 

Banks in the process of implemen- 
tation of the new Accord can enhance 
their risk management systems and 
methods, which in turn will reduce the 
losses associated with the risks taken 
by the banks. 

As banks migrate to advanced ap- 
proaches, the requirement of capital 
will come down depending upon the risk 
profile. 

Proper risk differentiation in credit 
risk assessment in Basel II facilitates 
banks to maintain capital as per the 
intrinsic risk of the counterparty, in- 
stead of “one size fits all". 


Challenges in switching over to 
the new capital Accord 

Risk management systems: Imple- 
mentation of the new framework will 
require substantial resources and 
commitment on the part of both banks 
and supervisors. Implementation of 
the new Accord is expected to have far- 
reaching implications for banks. The 
complexity of the new Accord demands 
substantial enhancement of capabili- 
ties to capture the benefits of the Ac- 
cord. Banks are required to make enor- 
mous improvements in the areas of 
policies, organizational structure, 
MIS, tools of analysis, processes, spe- 
cialized training of staff, etc. 


Capital adequacy assessment pro- 
cess: Planning for adequate capital and 
assessment of quantification of risk to 
be covered by the capital are the two 
sides of the risk management process 
under Pillar-1 of Basel Accord. It is 
likely that Capital Adequacy Assess- 
ment Process (CAAP) will pose chal- 
lenges to many banks, as banks man- 
age risk on an individual basis and do 
not have procedures for integrating 
these risks into an overall assessment 
of capital adequacy. Presently, capital 
adequacy ratio of a bank is more of com- 
putation than the result of a planning 
process. Though banks may plan for 
their capital for the next one or two 
years, planning for the risk arising out 
of the business profile of the banks in 
the future is seldom done. Banks need 
to plan for the risks that they may take 
in the future and the capital required to 
cover these risks. This type of planning 
requires proper integration of the busi- 
ness plan for the next few years with the 
capital adequacy plan. 

Technological upgradation: There 
has been a rapid evolution of risk mea- 
surement tools and methodologies in 
the last few years. However, a great 
amount of learning has to take place as 
banks are not fully prepared for the ef- 
fective utilization of these tools and 
methodologies. The pace at which the 
sophistication of the risk management 
technology increases is much greater 
than the speed at which the knowledge 
of risk management team and others 
involved in the decision processes in the 
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banking industry is updated. In these 
conditions, relying on the risk measure- 
ment software as a ‘black box’ may be 
highly dangerous for a bank's asset 
management, capital, earnings and 
reputation. 

Risk management software can 
prove to be a double-edged weapon: both 
useful and dangerous. The business 
sense and practical wisdom of a man- 
ager who is a traditional financial ana- 
lyst can often prevail over the most so- 
phisticated technologies that are not 
properly understood and utilized. They 
are highly effective tools, but neverthe- 
less they are just tools. Human know- 
how and decision-making are required 
for their proper utilization. The risk 
managers have to have a complete un- 
derstanding of the methodologies, con- 
cepts and logic used in the software be- 
fore using them in decision-making pro- 
cesses. The risk managers have to evalu- 
ate the different risk management soft- 
ware available in the market in terms of 
their capabilities, contribution and more 
so their suitability to the organization, 
matching with the capabilities of the or- 
ganization to derive benefit and the level 
of sophistication in risk management 
desired by the management. A highly 
priced product, whatever may be its ca- 
pabilities, will prove to be costly and un- 
desirable to the bank at a later stage if 
not evaluated properly before it is 
bought. But do banks have at present 
technical capability and competence to 
evaluate these complex software prod- 
ucts? Or, do they depend on consultants 
to do this job for them, in which case they 
may attract outsourcing risks also? 
Data requirement and data manage- 
ment: Banks need to implement sub- 
stantial changes to their internal sys- 
tems to prepare for appropriate data col- 
lection and revised reporting require- 
ments. These changes may require sys- 
tems integration, modification and in- 
troduction of new software. Banks need 
to asses the capabilities of their present 
systems and review the necessary Sys- 
tem changes required and implement a 
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framework to suit the data require- 
ments, building in flexibility to expand 
their data range. The requirement of 
substantial data and the need for inte- 
gration of the process of collection and 
management of data with the technology 
and the technology comfort to be derived 
by the people dealing with the data also 
pose challenges. 

Building risk culture — a top down 
approach: The creation and develop- 
ment of a genuine risk culture through- 
out a bank is the foundation of a sound 
risk management system. Risk should 
not simply be measured but also under- 
stood. Well laid down risk management 
systems and capital adequacy assess- 
ment processes evolve from the institu- 
tionalization of risk culture. The risk cul- 
ture should be made to percolate down 
the levels in the organization (Top-Down 
Approach) and the operational line man- 
agers who actually contract risks in the 
form of business should be driven by the 
risk culture of the organization in all 
their decision-making processes. In 
short, the decision-makers should un- 
derstand the importance of risk manage- 
ment and practice the same in their deci- 
sions. The process of inculcation of risk 
culture has to be equally reflected in the 
work of each employee, type of technology 
used, business acquired and capital uti- 
lized. The organizational structure, del- 


egation of authority and reporting lines 
should be conducive for percolation of 
risk culture. 

Management issues: Business oppor- 
tunities, coupled with the demand for 
more diverse and highly sophisticated 
products on the one hand, and sharehold- 
ers expectations, corporate governance 
and regulatory prescriptions on the other 
hand, have triggered the need for a well- 
integrated and sophisticated risk man- 
agement system to be put in place, and 
as a result, resources are allocated 
worldwide in the banking industry for 
building a risk management system 
with more and more focus on risk quanti- 
fication. But the increase in the sophisti- 
cation of risk management systems and 
processes and the high cost for introduc- 
tion of the sophisticated methods and 
processes have bottlenecks for speedier 
implementation of the sophisticated 
methods of risk management in the 
banking industry. 

Risk management education: The 
managers should understand both the 
theory and practice of risk. To reach such 
an understanding undoubtedly involves 
a continuous learning process in the new 
technologies. The learning processes and 
the zeal for learning have not been much 
evident in the line managers and are 
limited to the risk management group at 
the apex level. Inducting a continuous 
learning process in the line managers 
and educating them in risk management 
is a task to be addressed on priority by 
the banks for the smooth adoption of the 
risk management principles and prac- 
tices and Basel II recommendations 
across the bank. 

Emphasis on Pillar-2 and Pillar-3: 
Most banks have either focused their 
Basel II activities on Pillar-1, leaving 
aside the equally important aspects of 
Pillar-2 and Pillar-3, or are just in the 
very early stages of implementation. 
Some of the key requirements for Pillar- 
2 include setting up a supervisory struc- 
ture for assessing reliability, validity 
and soundness of risk management pro- 
cess, establishing a system to assess the 
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effectiveness cf implementation of the 
measures spelt out in Pillar-2, ongcing 
refinement of rating model performance 
and model validation efforts for across 
asset classes, back testing and stress 
testing of model, demonstrating that 
risk information is used in all key credit- 
related processes, such as credit pricing 
end credit limit management. Reorient- 
ing CAAP based on the risk profile of the 
bank as a whole is another challenge 
that the banks face in Pillar-2. 

Disclosure of the financial informa- 
tion of a bank enables the market par- 
ticipants to assess the bank's activities 
end the risks inherent in those activities. 
Under Pillar-3, reliability of the dis- 
closed information should be assured by 
sound internal control and risk manage- 
ment systems and subject to external 
and internal audit. Evaluation of each 
piece of information as to its correctness 
and completeness and the risk of the er- 
ror in its disclosure is a difficult issue to 
be tackled by the banks. 


Implementing the minimum 
approaches of Basel || 

Standardized approach for credit risk 
Rating penetration: All exposures to 
sovereigns, banks and corporates need to 
be rated by an External Credit Assess- 
ment Institution (ECAI) to take advan- 
tage of the risk differentiation, but only a 
few exposures taken by the banks are 
rated by ECAIs. Low rating penetration 
may pose challenges in implementation 
of standardized approach, particularly 
m respect of corporate claims. India has 
four established rating agencies. In three 
of them, leading international credit rat- 
mg agencies are stakeholders and also 
extend technical support. However, the 
level of rating penetration is not very sig- 
nificant and this problem needs to be 
addressed in implementing standard- 
:zed approach fcr credit risk. 

Data collection: Capital computation 
under standardized approach for credit 
risk involves mainly collection of 
amount-wise, rating-wise, asset class- 
wise details of exposures and applica- 
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tion of credit risk mitigation. The collec- 
tion of the host of details, borrower-wise, 
from the various branches ofthe banks is 
the most important challenge that the 
banks may face in implementing the 
standardized approach, in comparison 
to the existing methodology of collecting 
details of assets block-wise (govern- 
ment, banks, staff, advance against de- 
posits, approved securities, residential 
mortgages, etc). Though the Indian 
banks may not gain much from the credit 
risk mitigation (as CRM is restricted to 
eligible financial collaterals only, which 
banks in India may not have sizably), as 
a process of capital computation, the 
same has to be captured. Loan-wise cap- 
turing of the details of credit risk 
mitigants and applying haircuts bor- 
rower-wise is a difficult exercise to be 
done manually and the same has to be 
done through application software. 
Basic Indicator Approach (BIA) for 
operational risk 

Computation of capital for operational 
risk under the basic indicator approach 
may not require any additional systems 
to be put in place, as it is based on calcu- 
lation from the items in the P&L ac- 
count. However, implementation of ad- 
vanced approaches and compliance with 
"Sound Practices for the Management 
and Supervision of Operational Risk" is- 
sued by the Basel Committee on Bank- 
ing Supervision (BCBS) in February 
2003 will pose challenges to the banks, 
as banks are neither equipped nor hav- 
ing the expertise at present to put in 
place a sound Operational Risk Man- 
agement (ORM) framework that will 
meet the standards of Basel II. 
Challenges in implementing advanced 


Implementation of the advanced ap- 
proaches under Basel II will pose a huge 
challenge to the banks which will have to 
substantially upgrade their existing 
MIS, risk management systems and 
technical skills of staff. The issues get 
complicated considerably with each step 
towards migration to the advanced In- 
ternal Ratings Based (IRB) approach for 


credit risk and advanced approach for 
operational risk. 

The major challenge is in regard to 
data collection. High quality data are 
critical for estimation of risk inputs and 
formulating effective internal risk as- 
sessments, and banks will have to focus 
considerable resources in areas such as 
designing and structuring internal rat- 
ing systems, validating the internal rat- 
ing, and ensuring the continued avail- 
ability and integrity of credit data. Ex- 
tensive and prescriptive data history re- 
quirements as well as the complexity of 
the data components required to carry 
out the capital calculation process under 
advanced approaches render the exer- 
cise complicated and highly technical, 
involving huge cost. 

In the area of operational risk, banks 
need to prioritize risk control among dif- 
ferent business lines. This would require 
banks to build up a robust Management 
Information Systems (MIS) for such sce- 
nario analysis. The availability of very 
little data on operational risk internally, 
difficulties in capturing them and non- 
availability of any pooled data make ad- 
vanced approach for operational risk dif- 
ficult to be implemented. 
Implementation issues for the supervisor 
Under advanced approaches, banks 
have to capture reliable estimates of the 
different risk inputs: Probability of De- 
fault (PD), Loss Given Default (LGD) 
and Exposure at Default (EAD) for credit 
risk, and Probability of Event (PE) and 
Loss Given Event (LGE) for operational 
risk. The estimates of risk inputs and 
the models used by the banks for arriv- 
ing at the estimates require continuous 
validation by the supervisor, and the su- 
pervisor has to provide the inputs re- 
quired for risk assessment to ensure con- 
sistency in the output across the banks. 
АП these call for a high degree of sophis- 
tication in supervisory skills, besides 
ensuring the availability of information 
at supervisory levels for validation or for 
providing три, а 
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Ш MONETARY MUSINGS 


Rocking of the Northern Rock 


Lessons for Central Banks 





History “тау not repeat itself", but the saga of US subprime loans and their 
after-effects on global financial markets ‘rhymes’ it. 





e rocking of the Northern Rock 

—the 7" biggest bank and the 

5" biggest mortgage lender of 

the UK that has been hit by the US 
subprime mayhem which, as Martin 
Feldstein of Harvard University argued, 
"Triggered a substantial widening of all 
credit spreads and freezing of much of 
the credit markets" across the globe— by 
its depositors who queued up in front of 
its branches to withdraw cash appeared 
to have at last eased with the Finance 
Minister, Alistair Darling announcing 
that the Bank of England, which inciden- 
tally stood stoically among the major 
central banks in the current game of 
pumping liquidity into markets besides 
cutting interest rates, would guarantee 
all existing deposits in Northern Rock. 
Indications are that Darling's pledge to 
do "everything we can to ensure that the 
market returns to normal" after a pan- 


100| October 2007 | 


icked run on the Northern Rock Bank 
has quelled the crisis. 

Reports reveal that in a single day, 
depositors have withdrawn about £1 
bn, which amounts to over 6% of its de- 
posits. Its shares have fallen by more 
than 30%, and it simultaneously 
pulled down the prices of other bank 
shares. Northern Bank is, perhaps, the 
first bank of the UK in decades to be 
bailed out by the regulators by provid- 
ing an open-ended facility, whereupon 
it can access liquidity by posting mort- 
gages or mortgage-backed securities 
as collateral. All this has at last saved 
the bank from the embarrassment of 
long queues of depositors lining up out- 
side Northern Rock branches across 
Britain to withdraw their deposits. 
This ‘run’ on Northern Rock takes us 
back to 1907, when the US banks expe- 
rienced a similar crisis. 


Panic of 1907 

Indeed, the ‘Panic of 1907’ was the most 
severe of the bank panics that over- 
whelmed the US banks. It all started 
with the failure of one, F Augustus 
Henze’s scheme to corner the stock of a 
not so important company— United 
Copper Company. But this failure ex- 
posed Henze's and his close *associate's 
intricate network of interlocking direc- 
torates" across banks, brokerage 
houses, and trust companies of New 
York City. Under normal financial condi- 
tions, this would not have made much 
difference, but the fall of 1907 was differ- 
ent: economy had been slowing, stock 
market was witnessing downtrend, and 
interest rates were on the rise. Over and 
above this, owing to rising interest rates 
in England, the usual seasonal inflow of 
gold into New York was not happening. 
Nor could the money supply be expanded 
in the absence of a Central Bank in those 
days of National Banking era. Amidst 
this, Henze was forced to resign from the 
presidency of Mercantile National 
Bank. This made the anxious bank de- 
positors to begin a run on the bank. De- 
positors began runs on even several 
banks controlled by Henze's associate. 
By October 21, the panic spread to the 
trust companies, with National Bank of 
Commerce declining to clear the cheques 
for the Knickerbocker Trust Company, 
the third largest trust in New York City. 
Incidentally, trust banks, as a group, are 
different from commercial and invest- 
ment banks. They were administrators 
oftrust funds — investors of the money of 
estates, wills, and the like—but in the 
process created a tenuous link to the 
markets by virtue of their making loans 
to market speculators, of course against 
collaterals, and because of this 
interconnectedness' any fall in stock 
market would hurt them badly. 
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And, there being no Central Bank— 
_ender-of-the-last-resort—in those days, 
there were none te loan these bodies 
money and prop them up. That is when 
JP Morgan entered the scene by conven- 
ing a meeting of trust company execu- 
tives to work out a mechanism to arrest 
further spread of the panic. Under his 
directions, experts evaluated banks to 
identify those worthy of assistance. Mor- 
зап and his associates convinced others 
to deposit personal cash in banks and 
belp tide over the crisis. Aid, thus, began 
coming from all sides: JD Rockefeller de- 
posited $10 mn with the Union Trust, 
while Morgan channeled around $3 mn 
to Trust Company of America. By Octo- 
ber 24, the panic spread to the New York 
Stock Exchange: call money rates shot up 
to 100%. And even at that rate no money 
was available. Again Morgan stepped 


certificates worth about $500 mn circu- 
lated among the banks as a 'principal 
means of payment’. Ultimately, it was 
the confidence restoring act of JP Mor- 
gan, who worked together with the Sec- 
retary of the Treasury and a few bank 
chiefs, that had seen the transfer of 
money to troubled banks and to buy 
stocks, which ultimately calmed the 
markets. 


Why panics? 

Now, the fundamental question is: Why 
banking panics? To understand the un- 
derlying reasons for the panic, we must 
first define what a ‘banking panic’ is. 
Calomiris and Gorton defined panic as 
an event in which bank debt holders (de- 
positors) at many or even all banks in 
the banking system suddenly demand 
that their banks convert their debt 


Banking panics are an amalgamation of unfavor- 
able circumstances that finally makes banks 
end up in ‘runs’ leading to panic in the market as 
indeed is happening today. 


into the stock market providing capital 
from the pooled funds. 

On October 26, the clearinghouse 
entered the scene issuing clearinghouse 
loan certificates as an artificial means 
to increase the supply of currency with 
banks against the collateral of illiquid 
assets of banks. The banks that bor- 
rowed against their illiquid assets from 
the clearinghouse in the form of certifi- 
cates had to pay interest on them. The 
certificates were then used to honor in- 
ter-bank obligations where they re- 
placed cash, which could then be used to 
pay depositors. Under this arrange- 
ment of private clearinghouse system, 
member banks’ applications for loan 
certificates were treated as confiden- 
tial. In other words, the system had not 
revealed the name of the weak member 
bank. The clearinghouse certificates 
had functioned as a risk-sharing device 
by enabling members to jointly assume 
the risk, which the individual member 
banks could nct have achieved. During 
the ‘Panic of 1907’, clearinghouse loan 
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claims into cash (at par) to such an ex- 
tent that banks cannot jointly honor 
these demands and suspend convertibil- 
ity. According to them, a panic is a sys- 
tem-wide phenomenon. And so long as 
the banks are in a position to honor the 
withdrawals of large amounts, then such 
withdrawals cannot be called panics. 
Similarly, a run on a single bank cannot 
be said as banking panic. 

The reasons for such panics, there- 
fore, cannot be one or two, but certainly a 
convergence of many. And there is al- 
ways a trigger—a shock that emanates 
from a sudden news, just as the news of 
Heinze’s failure to corner the stocks of 
United Copper in 1907 that made de- 
positors to suddenly doubt the liquidity 
or solvency of their banks and decide to 
hold cash rather than deposits, leading 
to a run on one followed by many, ulti- 
mately precipitating into a panic. Robert 
Bruner and Sean Carr, the authors of 
The Panic of 1907, have indeed cited as 
many as seven conditions that jointly 
generated a perfect storm in the markets 


leading to the panic of 1907: buoyant eco- 
nomic growth, the emergence of newer, 
complex financial products that are diffi- 
cult to value, inadequate safety buffers, 
poor governmental leadership, over-opti- 
mism in markets, an economic shock, 
and absence of collective action on the 
part of government and corporations to 
stave off an impending crisis. And the 
recent mayhem in global financial mar- 
kets that the US subprime loans caused 
is indeed a testimony to the conclusions 
drawn by Robert Bruner and Sean Carr 
regarding bank panics. 

That is, in fact, what even the general 
history of the bank panics reveal: “bank- 
ing panics are not a manifestation of an 
inherent problem with banks”, but an 
amalgamation of unfavorable circum- 
stances that finally makes banks end up 
in ‘runs’ leading to panic in the market as 
indeed is happening today in the global 
financial markets that are rocked by the 
US subprime loans. This is further evi- 
denced by the argument of Gorton and 
Huang that the likelihood of bank panics 
depends on the structure of the banking 
system ofa country. If a country's banking 
system consists of large size banks with 
wide branch network, there is a less 
chance for banking panics, for they are 
better equipped to wither a storm by vir- 
tue of their spread across a wide geogra- 
phy coupled with varied kinds of busi- 
nesses. On the other hand, ifthe banking 
system is predominantly made up of 
small banks with undiversified network, 
panics are more likely. Based on an exten- 
sive study, Bordo opined that most severe 
cyclical contractions in all countries were 
associated with stock market crises, but 
not with banking panics, except for the 
US. Another important revelation of re- 
search is that bank panics *come at or 
near business cycle peaks". Grossman, 
studying the experience of Britain and 
Canada and a few other countries in- 
ferred that the 'exceptional stability’ ex- 
hibited by banks in these countries is ba- 
sically due to: the structure of banking 
system in these countries, macroeco- 
nomic policy and performance, and the 
behavior of the lender-of-the-last-resort. 

Incidentally, bank panics have a 
positive side: they serve an important 
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There are many routes to achieve international recognition, but the real achievement is when 
you earn it on your own merit. At New India Assurance, we have followed the tradition of 
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Monetary Musings 





economic function. They induce better 
monitoring by depositors. This may also 
mduce banks to form coalitions and еп- 
gage in self-monitoring. Indeed, history 
has shown that private bank cozlitions 
facilitate efficient ways of monitoring, 
for panics impose ‘externalities’ on 
banks that are doing well, forcing them 
to subsidize those who are not doing 
well, besides monitoring them well. This 
:$ perhaps one reason why coalitions are 
‘ound occurring only when panics are in 
motion. Nonetheless, private bank coali- 
zons have functioned well as lenders-of- 
zne-last-resort and thus providec a sort 
of deposit insurance during the panic of 
1907, which function has, of course, to- 
day been taken over by the Central 
Banks. Indeed, it is the hero of the ‘Panic 
of 1907’, JP Morgan and his role in bail- 
ing out the banks donning the role of the 
lender-of-the-last-resort that paved the 
way for the establishment of the US Fed- 
eral Reserve. 


Calls for ex-ante monitoring 

The first lesson that comes to mind out 
of the foregoing arguments is that Cen- 
tral Banks have a great role in averting 
such panics, and if they occur, in pru- 
dently mi-igating the adverse conse- 
quences as indeed the Fed and tbe Bank 
of England attempted in the recent cri- 
ses. The Central Banks should build 
such a supervisory architecture that 
would enable them to deal with disas- 
ter myopia and exposure to large shocks 
of unknown probability. Identification 
of weak banks may be sufficient for 
managing crisis, but this mechanism is 
:nadequate for the prevention cf crisis. 
To prevent crisis, Central Banks must 
essentially aim at identifying banks 
that are getting heavily exposed to a 
major shock. 

Identification of emerging sources of 
systemic vulnerability entails a continu- 
ing inter-play between assessing the ex- 
posure of a bank to a particular shock 
and assessing the probability of that 
shock happening. Once vulnerability is 
measured using relevant data, the Cen- 
tral Bank must pass on the information 
to the concerned bank with instructions 
to assess if the exposure is prudent. If, on 
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the other hand, the bank is found taking 
such exposure deliberately, it must be 
asked to undertake a specific stress test 
in order to ensure that it has the ability 
to absorb such shocks. 

The importance of Central Bank's 
monitoring role is well-echoed in what 
Bernanke said on August 31, 2007 at the 
Federal Reserve Bank of Kansas City's 
Economic Symposium, Jackson Hole: 
"...When most loans are securitized and 
originators have little financial or 
reputational capital at risk, the danger 
exists that the originators of loans will 
be less diligent. In securitization mar- 
kets, therefore, monitoring the origina- 
tors and ensuring that they have incen- 
tives to make good loans is critical. I have 
argued elsewhere that, in some cases, 
the failure of investors to provide ad- 
equate oversight of originators and to 
ensure that originators' incentives were 
properly aligned was a major cause of 
the problems that we see today in the 
subprime mortgage market." 

As against this requirement, in 
today's financial markets, there is a lack 
of information and transparency about 
risk. As Charles Goodhart, emeritus pro- 
fessor of banking and finance, London 
School of Economics, observed, even Cen- 
tral Banks are complaining about the 
on-going financial innovation that has 
made identification of risk concentration 
very difficult. A need thus arises for the 
regulators to overcome the hurdle by in- 
venting effective means to acquire and 
monitor such information. The other is- 
sue, which Charles Goodhart rightly 
brought out, is the need to incorporate 
the information about contingency 
claims on banks to monitoring authori- 
ties, for they have the nasty habit of 
transforming into very real claims dur- 
ing a period of stress. Regulators have to, 
therefore, call for such information and 
monitor it systematically. 

There is a need for pragmatic lead- 
ership such as that of JP Morgan during 
1907 panic to handle the crisis, to build 
confidence in the markets and thereby 
calm them, for no government worth its 
salt can be oblivious to the fact that the 
developments in financial markets will 
leave their adverse impact on many citi- 


zens who are in fact outside the mar- 
kets. As Bagehot argued in 1873 and JP 
Morgan proved in 1907 panic, Central 
Banks, in a crisis, should lend liberally 
on collateral that ‘would be good’ under 
normal circumstances, but should 
charge a high rate of interest. Leader- 
ship should always bear in mind that 
Central Banking, as Goodhart argued, 
evolved as a response to banks’ inabil- 
ity to cope with panics. 

It may not always be wise to take a 
stand that Central Bank “must not let 
the mistakes made by some impose on 
those that made no mistake a high 
price,” for it would unwittingly penalize 
those who have made no mistake—the 
depositors, for the mistake of its execu- 
tors, the banks. Bernanke was right 
when he said, “...it is not the responsi- 
bility of the Fed—nor would it be appro- 
priate—to protect lenders and inves- 
tors from the consequences of their fi- 
nancial decisions”. But can a Central 
Banker afford to let the economy take a 
downturn, for it may prove far more 
costlier than the costs imposed by the 
erring market players? That’s what in- 
deed Fed ultimately did: cut the Fed 
rate by 50 basis points. 

In all this argument against Cen- 
tral Banks bailing out the erring banks, 
what emerges as the central point is the 
moral hazard: the risk of encouraging 
erring players to continue with their 
risk-taking behavior under the knowl- 
edge that Central Bank will bail them 
out. It is therefore the Central Banks’ 
duty to draw a clear demarcation of 
helping those who are illiquid that too, 
at a high cost, just as Bank of England 
did in the case of Northern Rock, and 
refrain from supporting those who are 
insolvent. 

It is, no doubt, a big challenge to 
Central Banks to mitigate such crises 
in markets without transgressing the 
moral hazard, for the demarcation be- 
tween illiquidity and insolvency is quite 
fuzzy. But they have no alternative ex- 
cept to handle the predicament with ef- 
fective ex-ante monitoring.m 


— GRK Murty 
Reference # 01M-2007-10-17-01 
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BankMARCH-SQA 


‘BankMARCH-SQA® is a proprietary model to assess Customer Service 
Quality for Bank Branches. 


Customer service quality is a combination of quality aspects of physical 
environment & infrastructure and service process & functions. It is 
assessed through 


e  Customers' Perceptions on the services and products 
e  Customers' Satisfaction on the services and products 
e Customers’ Need and Gap in the services and products. 


| А ‘Service Quality’ audit is an aid to 


e Measuring satisfaction level of the customers 
Identifying changes required in infrastructure, 
systems and procedures 

e Monitoring ‘Customer Churn’ 

e Tracking satisfaction level over time 

It will help you strengthen your relationship with your customers 

It will help you understand your customer expectations (quality, 

service and performance) more clearly, and take suitable steps to 

measure up to them. 

































MARCH Marketing Consultancy & Research, a research based 
consulting organization based in Hyderabad, has developed this model, 
keeping in mind these aspects. 


| Features of BankMARCH-SQA* 


e It assesses bank branch's customer service quality through 
set of statistical techniques and mathematical algorithms. 

e It analyses the gap between the service expected by the 
customers and actual service delivery effected by the bank 
branch. 


| Deliverables 


e  Need-Gap analysis (‘Expected Service’ Vs. ‘Actual Delivery of 
Service’) 
Customer satisfaction Index & Service Quality Index 
Customer Profile details 
MARCH’s Recommendations. 





For more information, please contact: 


EMEA 

Service Quality & Satisfaction Measurement Division 

MARCH Marketing Consultancy & Research 

6" Floor, Astral Heights, Road No.1, Banjara Hills, Hyderabad - 500 034 
Marketing Consultancy & Research Phone: 040-23430481/82/83, Fax: 040-23430480, 

e-mail: bankmarchsqa@marchresearch.com, web:www.marchresearch.com 
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Operational Risk Management 


Challenges under Basel II 





The challenge for banks is to put in place a risk-control system that 
minimizes the volatility in profit and engenders risk-consciousness across 
the rank and file of the organization. 


ver the last two decades, bank- 

ing has changed considerably. 

The mind boggling advances in 
technology and deregulation of finan- 
cial markets across the countries cre- 
ated new opportunities, tempting 
banks to-enter every business that had 
been thrown open. Every bank thus 
rushed to become a sort of universal 
bank unmindful of the costs—which 
could be substantial—that a new busi- 
ness could impose on the existing busi- 
ness. This has brought operational 
risk to the forefront alerting everyone 
concerned with the stability of banks 
and the fimancial architecture of a 
country to manage it effectively. Ac- 
cordingly, the Basel Committee man- 
dates an explicit allocation of certain 
minimum capital by banks to protect 
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themselves against ‘operational risk’, 
supervisory scrutiny of operational 
risk policies, procedures and pro- 
cesses, and effective disclosures 
thereof for ensuring market displine. 


Operational risk: Concepts 

Operational risk is as old as banking. 
It even precedes market and credit 
risks, and yet, there is no universally 
accepted definition of it. Operational 
risk is often defined by what it is not: 
any risk that is not related to credit, 
market, and liquidity risk is identified 
as operational risk. Different banks 
perceive it in different ways: some per- 
ceive it as any risk that is not catego- 
rized as market or credit risk; a risk of 
loss arising from various types of hu- 
man or technical error; risk associated 


with settlement or payment risk ап. 
business interruption and legal risk 
risk of frauds by employees and out 
siders; unauthorized transaction b: 
employees and errors relating to com 
puter and telecommunication sys 
tems; and the potential exposure t 
missed opportunity or to unexpecte!: 
financial, reputational, or other dam 
ages resulting from the way in whicl 
an organization operates and pursue 
its business objectives. This ambigu 
ity that shrouded operational ris] 
might have prompted the Basel Com 
mittee on Banking Supervision to spe 
cifically define operational risk as “th 
risk of loss resulting from inadequat 
or failed internal processes, peopl 
and systems or from external events” 

This definition—a causative one- 
indeed captures the whole horizon o 
operational risk except for the critica 
‘business-strategic risk’. Neverthe 
less, ‘business strategy’, which is . 
choice of the direction to steer toward 
in the future, is certain to expos 
banks to high operational risk ii 
terms of ‘lost opportunities’. Secondly 
any major change in strategy usuall 
requires a change in organizationa 
structure, business processes, infor 
mation and control systems, attitude 
and the training of staff, etc. At time: 
the very change initiated by a СЕ 
may inflict financial losses by virtue c 
alienating the operating staff from th 
proposed change. Metallgesellschaft 
the metals, mining and industrial con 
glomerate from Germany, is a classi 
example of how a new business-strat 
egy of derivatives trading (US oil fu 
tures) has landed the company їп. 
loss of $1.3 bn in 1993. 

As could be discerned from th 
Basel Committee definition, opera 
tional risk is identified more by th 
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causes than by the outcomes. Орега- 
tional risk thus arises due to inad- 
equate control systems, operational 
problems and breaches in internal con- 
trols, frauds and unforeseen catastro- 
phes inflicted by external events result- 
ing in unexpected losses to banks. As 
Buchelt and Unteregger argued, 
"Whether or not a loss event is to be 
classified as an operational loss event 
is determined by the causes rather than 
the consequences of the event." Opera- 
tional risk may therefore result di- 
rectly, say for instance, from transfer of 
funds to the wrong person or indirectly 
as a credit loss as in the case of a loan 
against fixed deposit where lien was not 
marked in the register, which is an act 
of negligence of concerned staff, or mar- 
ket loss as in the case of Barings Bank's 
collapse. According to Moosa (2007), 
the Barings case is a classic operational 
event, but the severity of the loss was 
driven by market movements. Intrigu- 
ingly, a majority of the causes of opera- 
tional risk are oftentimes traced to op- 
erating staff of banks. 

As operational risk emanates from 
internal operational performance fac- 
tors, it has all along remained fuzzy, 
making its quantification difficult. It is 
felt difficult to build a clear mathemati- 
cal or statistical link between indi- 
vidual risk factors and the likelihood of 
a loss. It is an acknowledged fact that 
due to both data limitations and lack 
of analytical tools, a number of opera- 
tional risks cannot be measured accu- 
rately in quantitative terms. The ac- 
cumulated experience indicates that 
there are two broad categories of op- 
erational losses: first is the frequent, 
small operational losses that may re- 
sult from human error, which are 
quite common to all businesses; and 
the second category is the major op- 
erational risk losses resulting from 
actions such as transgressing del- 
egated authority or acts that are out- 
side the laid down procedures. Of 
course, losses of the latter type are of 
low probability but their impact could 
be very high, and any attempt to mea- 
sure operational risk must therefore 
focus on these two areas. 
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Estimation of regulatory capital 
Against these perceived limitations 
for measuring operational risk, the 
Basel Committee has suggested three 
possible approaches to the calculation 
of operational risk capital. They vary 
in their complexity, and banks are ad- 
vised to move along the spectrum of 
their sophistication as they build up 
competency in managing operational 
risk. 
The Basic Indicator Approach (BIA) 
This method suggests that banks 
must hold capital for operational risk 
equal to a fixed percentage (denoted al- 
pha) of average annual gross income 
over the previous three years. Here 
gross income is defined as net income 
plus net non-interest income. 
The charge may be expressed as fol- 
lows: 
Ka = [ба 
/n 
where 
GI = positive annual gross in- 
come over the previous 
three years 


Qt = 15% which is set by the 
Committee 

n - number of previous three 
years 


The Standardized Approach (TSA) 

Under this method, banks' activities 
are divided into eight business lines: 
corporate finance, trading and sales, 
retail banking, commercial banking, 
payment and settlement, agency ser- 
vices, asset management, and retail 
brokerage. Within each business line, 
gross income is taken as a broad indi- 
cator to serve as a proxy for the scale of 
business operations and thus as the 
likely scale of operational risk expo- 
sure within each of these business 
lines. The capital charge for each busi- 
ness line is calculated by multiplying 
gross income by a factor (denoted beta) 
assigned to that business line. Beta 
serves as a proxy for the industry-wide 
relationship between the operational 
risk loss experience for a given busi- 
ness line and the aggregate level of 
gross income for that business line. 
The total capital charge is calculated 
as the simple summation of the regu- 
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latory capital charges across each of 
the business lines. This may be ex- 
pressed as: 


К, = [У тах [5 (G1, „А ||; 
ЗА A 


where: 


2 
| 


gross income in а given 
year for each of the eight 
business lines 
= a fixed percentage set by 
the Committee, relating 
the level of required capi- 
tal to the level of the gross 
income for each of the 
eight business lines 
This approach is more refined than 
the BIA for it takes note of variations 
in the risk levels among different busi- 
ness lines and accordingly assigns 
higher beta factor for high-risk busi- 
ness lines vis-à-vis low-risk busi- 
nesses. The banks have to, however, 
satisfy the prescribed qualifying crite- 
ria for adopting this method, which in- 
volves: oversight of the operational 
risk management framework by board 
and senior management, well-docu- 
mented policies and criteria for map- 
ping gross income of the current busi- 
ness lines into the standardized 
framework, systemic tracking of opera- 
tional risk data including material 
losses by business lines, regular re- 
porting of operational risk exposures, 
and independent audit function. 
Advanced Measurement Approach (AMA) 
Under this method, banks are permit- 
ted to use their own internal model to 
calculate the required capital, subject 
to, of course, their compliance with the 
criteria prescribed by the committee, 
in addition to what has been pre- 
scribed under TSA. The additional pre- 
scriptions include: active involvement 
of directors and senior management in 
the oversight of the operational risk 
management framework; implemen- 
tation of conceptually sound opera- 
tional risk management system with 
integrity, and possession of sufficient 
resources that are required to manage 
different major business lines and the 
‘control’ and ‘audit’ functions effec- 
tively. Their models need to demon- 
strate that its operational risk mea- 
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Company: AIG Ltd. 

Job Desc: Would be responsible for Maintenance 
of cost records. Costing of various projects, 
verification of bills submitted by the contractors & 
comparison of actual expenses with budget and 
reporting variances. 

Profile: Should be an ICWA with 5 years of project 
experience. Good knowledge of Project based 
accounting and analytical skills is required. 

Exp: 5-8 

Location: Nigeria 

Email: rakesh.african.industries@gmail.com 


Company: Ansa! Buildweill Ltd. 

Job Desc: Would be maintaining ledger, petty 
imprest account, bank liaisoning, reconciliation of 
accounts and banks and other accounts activities. 
Profile: Shall be a M.CCM/B.COM with minimum 6 
years experience in maintaining ledger, petty 
imprest account, bank 'iaisoning, reconciliation of 
accounts and banks and other accounts activities. 
Exp: 6-11 

Location: Amritsar 

Email: admin@ansalabl.com 


Post: General Manager- Finance 


Company: B Raheja Builders 

Job Desc: Candidate shauld laision to practice for 
managing the audit & finance functions. 

Profile: The idea! will have relevant qualifications 
along with the prior working exposure in the 
similar profile. 

Exp: 10-15 

Location: Mumbai 

Email: jobs@braheja.com 


Post: Relationship Manager 


Company: Bajaj Auto Finance Ltd. 

Job Desc: Will have to manage the entire retail 
credit process at the dealerships. Will be 
responsible for conversions and enquiry 
management. 

Profile: Will бе responsible for conversions and 
enquiry management. Understanding the specific 
needs of the customer & designing a finance 
product. 

Exp: 4-6, Location: Ahmedabad 

Email: vishalrode@bajajfinance.in 


Company: BCL Ltd. 

Job Desc: Responsible fer Budgeting: Annual 
Planning and Budgeting as per CFD (Corporate 
Finance Department) and Company Law norms. 
Profile: The ideal will have relevant qualifications 
along with the prior working exposure in the 
similar profile. 

Exp: 8-10, Location: Haryana 

Email: hrhead@bcl.in, raajvarda@bcl.in 





Post: Officer- Accounts 


Company: Berger Paints India Ltd. 

Job Desc: Shall have the good knowledge of 
application software 

Profile: The incumbent should be В.СОМ / M.COM 
/ Cost Accountant(Inter) having not less than 3-4 
years experience of handling accounting & 
Administration work pertaining to Branch 
operation. 

Exp: 3-5 

Location: Guwahati 

Email: hr@rajdootpaints.com 


Post: General Manager- Finance 


Company: Bhaichand Amoluk & Co 

Job Desc: Would be responsible for Budgetary 
measures , Formulating and implementing 
internal control measures Review of budgets with 
performance, monitoring on TDS / Ser tax 
Canalizing weekly MIS reports 

Profile: Should plan implement and structure the 
entire finance practice of the organization. 

Exp: 10-15 

Location: Mumbai 

Email: vincy.m@chemspec.co.in 


Post: Executive- Service Tax 


Company: Bharat Bijlee Ltd. 

Job Desc: The incumbent will be responsible for 
handling of Service Tax matters involving 
systematic preparation / maintenance of Service 
Tax records such as CENVAT Registers for Input 
Credit & Service Tax Liability records 

Profile: Candidates should be B.Com. with 8 - 10 
years experience having at least 5- 6 years in 
handling Service Tax'with good accounting 
background. 

Exp: 8-10, Location: Mumbai 

Email: asp@bharatbijlee.com 


Post: Manager- Accounts 


Company: Brigade Group 

Job Desc: Will have to manage Accounts of the 
company. Should have exposure to handling all 
accounting related matters and exposure related 
indirect tax laws. 

Profile: Shall have the thorough knowledge on 
Accounting concepts/standards. Capable of 
leading a team with good communication skills. 
Exp: 5-7, Location: Bangalore 

Email: career@brigadegroup.com 


Post: General Manager- Finance 


Company: Chakiat Agencies Pvt. Ltd. 

Job Desc: Shall have 15 To 20 Years experience in 
all statutory requirements. experience in RBI 
regulations, exchange control, income tax, service 
tax etc., 

Profile: Required a Chartered Accountants with 
proven track record in Accounts and Finance with 
leadership skills. 

Exp: 15-20, Location: Chennai 

Email: hr@chakiat.net 


Company: Choksey Chemicals Pvt. Ltd. 

Job Desc: Would be responsible for Corporate 
Advisory, Debt Equity Restructuring, Working Capital 
Management, Financial Model/ Analysis, Valuation, 
Project Evaluation/ planning/ implementation, etc. 
Profile: Must have completed CA with experience in 
making Balance Sheet, P & L A/c, making financial 
decision, sales tax handling, Bank reconciliation, 
Ledger reconciliation, Budgeting, Preparing MIS. 
Exp: 6-8 

Location: Mumbai 

Email: priya@chokseychem.com 


Post: Manager- Finance & Accounting - 
Company: Corbus India Pvt. Ltd. 

Job Desc: Must have 5-7 years of experience in 
Financial management 

Profile: Responsible for establishing and 
implementing short- and long-range financial goals, 
objectives, policies, internal controls and operating 
procedures. 

Exp: 5-8 

Location: Delhi/NCR 

Email: ajames@corbus.com 


Post: Manager- Finance 

Company: Cosmo Films Ltd. 

Job Desc: The incumbent will be responsible for 
designing, implementation and monitoring of 
Financial MIS, Cash management, Project appraisal, 
Product pricing, Financial forecast and analysis. 
Profile: Candidates with either СА/ ICWA, qualified 
prior to 1997 may apply. Completely passed out 
САЛСМА applications will only be considered. 

Exp: 10-15 

Location: Aurangabad 

Email: hr@cosmofilms.com 


Post: Manager- Accounts 


Company: Damasy Retail Jewellery Pvt. Ltd. 

Job Desc: Shall be independently responsible for 
taking care of Accounts, Taxation, Inventory and all 
related matters. 

Profile: Preferably Inter CA with 4 - 5 yrs of 
experience with CA firm. Required an adequate 
knowledge of financial accounting and taxation 
matters ( Income tax, FBT, TDS and VAT). 

Exp: 4-5, Location: Bangalore 

Email: hrd@damas.co.in 


Post: Sr. Manager- Accounts 


Company: Diebold System Pvt. Ltd. 

Job Desc: Should have an exposure at the regional 
level, monitoring branch compliances and processes. 
Exposure in Indirect tax management including 
assessments, audit management, including statutory 
audit. 

Profile: Candidate should be from Accounts 
background, along with the rich prior working 
exposure in the similar profile. 

Exp: 7-10, Location: Mumbai 

Email: buzzcorporate@gmail.com 
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Post: Sr Manager- Taxation 


Company: Enercon (1) Ltd. 

Job Desc: Should be well conversant with the Act, 
Rules, Procedures related to Income Tax and allied 
Acts & be able to independently compute/review & 
file monthly/half yearly/annual returns related to 
Income Tax/Advance Tax/TDS/TCS. 

Profile: Required a C.A./ICWA/M.B.A. along with an 
experience of 8-10 years in a manufacturing unit 
having a turn over of at least Rs. 500 crores. 

Exp: 9-13 

Location: Mumbai 

Email: Ramananda.Singh@enerconindia.net 


Post: Chief Accountant- Finance 


Company: Jhaveri Securities Pvt. Ltd. 

Job Desc: Would be monitoring accounts 
departments operations, managing a team of 
accounts and finance department and branch 
accounts operations. 

Profile: We expect the incumbent to be willing to 
work on Greenfield A/C s Project. Is expected to 
build up the accounts team and deliver results on 
the charted path. 

Exp: 8-10 

Location: Vadodara 

Email: kj_jhaveri@yahoo.co.in 


Post: Sr Manager- Depot Incharge 


Company: Jindal Stainless Ltd. 

Job Desc: Would be responsible for handling excise, 
sales tax, depot management involving receipt, 
dispatch. It would also involve management of sales 
depots with high volumes and turnover. 

Profile: Should be a Commerce Graduate/M 
COM/CA-Inter having good exposure and experience 
in the management of excise related issues. 

Exp: 8-12, Location: Patalgangar 

Email: career@jindalsteel.com 


Post: Vice President- Commodity Operations. 


Company: JRG Securities Ltd. 

Job Desc: Would be conceptualizing & designing 
processes for smooth functioning of operations 
Interaction with the Exchanges. Margin& 
surveillance monitoring. 

Profile: Must have proven client handling experience 
in Indian commodities Market. 

Exp: 3-6, Location: Bangalore 

Email: resumes@jrg.co.in 


Post: Accountant 


Company: Khana Khazana India Pvt. Ltd. 

Job Desc: Ideal will be responsible for all accounting 
work upto finalization, handling of taxes, ie tds, 
service tax, income tax, etc. day to day handling of 
accounts, petty cash, MIS 

Profile: Required good knowledge of Tally & should 
be able to handle all the day to day accounts related 
jobs, MIS, Budgeting 

Exp: 4-7, Location: Mumbai 

Email: indcookery@rediffmail.com 
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Post: Manager- Finance 


Company: Kristal Group 

Job Desc: The selected applicant will have the thor- 
ough knowledge of Accounts & Finance 

Profile: Looking for a C A with Minimum Syrs of Ex- 
perience as Finance Manager in a reputed company. 
Exp: 3-5 

Location: Bangalore 

Email: hrd@kristalgroup.com 


Post: General Manager- Accounts 


Company: Lambda Eastern Telecom 

Job Desc: The candidate should have experience in Al- 
location of funds, Foreign 
Exchange, FERA, FEMA, Export & Import, Share 
Issues,Budgetory Control, Taxes Central Excise, Gen- 
eral Accounting. 

Profile: The incumbent should be a CA/CS with 8-12 
years of experience. Should have managed the ac- 
counts department in a professionally run organiza- 
tion. 

Exp: 8-12 

Location: Delhi/NCR 

Email: hr@lambdaeastern.in 


Post: Credit Controller 


Company: Le Royal Meridian 

Job Desc: Would be timely raising of bill and collec- 
tion on time, co-ordination with operational outlets 
in regard to raising of bill, etc. 

Profile: Required a Commerce Graduate with capabil- 
ity to collection drive. Experience in hotel industry 15 
will be an added advantage. 

Exp: 5-10 

Location: Chennai 

Email: hr@leroyalmeridien-chennai.com 


Post: Chief Financial Officer 


Company: Ledger Solutions Pvt. Ltd. 

Job Desc: Creation of various MIS reporting, including 
Balance Sheet, P&L, and Cash Flows for each division, 

practice, and total corporate 

Profile: Must have atleast 8 years of management ex- 

perience ideally within the IT / Consultancy / Software 
Development industries. 

Exp: 8-12 

Location: Ahmedabad 

Email: hr119@ledgerit.com 


Post: Manager- Accounts 


Company: Meena Bazaar 

Job Desc: Should be well versed with General Ac- 
counting, MIS Reporting, Financial Analysis, Sales Tax, 
Income Tax & Service Tax. Manage Audit, Liasion with 
Consultants, Govt Authorities & all third parties. 
Profile: Required a sound knowledge in Accounting 
along with hands on experience in Taxation (Direct & 
Indirect), 

Exp: 4-9 

Location: Delhi 

Email: hr&ümeena.biz 
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Post: Joint General Manager 


Company: NRC Ltd. 

Job Desc: Would be responsible for Planning, 
Budgeting, MIS, strong IT background, capable 
of IT based online system 

Profile: Candidate should BE CA with 15 to 18 
yrs Experience. Should be well versed in 
Planning, Budgeting, MIS. 

Exp: 15-18, Location: Mumbai 

Email: hrd@nrclimited.com 


Company: Reliance Communications Ltd. 

Job Desc: Bills received from NHQ / from 
operators to be submitted to operator / 
forwarded to NHQ within 2 days of receipt - 
Measure - record kept of bills submitted / 
forwarded, Receipt of payment / net settlement 
within due date for private operatorliaisoning 
Profile: The ideal will be a CA /ICWAI/MBA with а 
work experience of five to seven years in 
Telecom Industry. Should have good liaisoning 
skills 

Exp: 5-7, Location: Bangalore 

Email: ravi.eranki@relianceada.com 


Post: Sr Officer- Excise 


Company: Rucha Group of Industries 

Job Desc: Will have to ensure Statutory and 
Regulatory requirements for Group. 

Profile: Looking for a Commerce Graduate 
having an experience in relevant field. Exposure 
to all Excise related activities & to import export 
related activities is required. 

Exp: 8-13, Location: Aurangabad 

Email: personnel@ruchagroup.com 


Company: Shalina Laboratories Pvt. Ltd. 
Job Desc: This person will be responsible for 
managing the accounts department and its 
activities. 

Profile: Candidate should be a CA with minimum 
15 - 20 years of experience preferably in the 
pharmaceutical industry. Should have a 
complete exposure to ERP systems in the areas 
of Finance and accounts. 

Exp: 12-18, Location: Navi Mumbai 

Email: pankaj.kumar@shalina.com 


Company: Sony Pictures Releasing of India 
Ltd. 

Job Desc: Applicant will be responsible for entire 
accounts in the territory and MIS reporting to 
Head Office (Mumbai). 

Profile: Graduates with atleast 5 years 
experience in Financial Accounts & the adequate 
knowledge & Experience in Computers and 
Accounting packages is mandatory. 

Exp: 5-5, Location: Indore 

Email: sonypictures2007 @rediffmail.com 
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sure meets а soundness standard com- 
parable to that of the internal ratings- 
based approach for credit risk —i.e., 
comparable to a one-year holding pe- 
riod and a 99.9" percentile confidence 
interval—so that a bank's capital 
charge equals to at least 99.9% 
quantile of their entire annual aggre- 
gate loss distribution in excess of ex- 
pected losses. 

The Accord has proposed a matrix 
of seven broad categories of loss events 
among the eight business lines (7*8 
matrix). This standard matrix is sup- 
posed to facilitate data collect:on and 
validation of the model. It is also hoped 
to serve the purpose of organizing the 
losses into categories that share the 
same underlying risk-profile and be- 
havioral patterns. The Accord has also 
prescribed a minimum of five vears of 
loss experience, except for the initial 
transition period, when three years 
data is permitted. 

Once, data is collected on Еле lines 
depicted in the matrix, a separate 
probability distribution function of the 
frequency and a probability distribu- 
tion function of severity shall be 
worked out for each cell of the matrix. 
Then, using these distributions, banks 
can work out the total loss distribution 
for each BL/ET combination through 
Monte Carlo simulation or other sta- 
tistical technique for a given horizon 
and the aggregation thereof o? all the 
combinations gives rise to the overall 
capital charge for the bank. 


Implementation challenges 

The Reserve Bank of India has pre- 
scribed that banks in India, to begin 
with, shall compute the capital require- 
ments under operational risk using the 
BIA. In view of this, many banks in 
India, believe that they are ready to 
implement it, as it calls for no new зуз- 
tems to be put in operation for calculat- 
ing capital charge except P&L items. 
This complacency reaffirms the fear in 
certain quarters that although Basel II 
is essentially designed to improve 
safety and soundness of the banks by 
encouraging them to put in cperation 
their own internal risk management 
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practices and supervisory review pro- 
cesses, nothing significant is being at- 
tempted in that direction either by 
regulators or banks themselves. 

BIA: Discourages efficiency 

That aside, quantification of opera- 
tional risk by taking gross income as 
proxy under BIA is sure to distort the 
capital requirements. For instance, 
when a bank incurs huge losses due to 
operational problems, it needs to allo- 
cate very little capital towards opera- 
tional risk. On the other hand, an effi- 
ciently performing bank will be taxed 
with more capital allocation. It thus 
acts as a disincentive for an efficiently 
functioning bank, while unwittingly fa- 
voring an inefficient bank. 

There is yet another disadvantage 
in this method. An internationally ac- 
tive bank will have more exposure to 
operational risk than a ‘domestic-cen- 
tered' bank by virtue of its leaning to- 
wards large scale fee-generating ac- 
tivities, such as instantaneous pay- 
ments and transfer of funds and trad- 
ing in global financial markets on be- 
half of the clients. However, the pro- 
posed method of calculating capital 
charge does not take into consideration 
the source of income, its volatility and 
the level of exposure. Instead, this 
method treats both on a par. Similarly, 
there is a wide variation in the opera- 
tional risk exposure of banks by virtue 
of their operating in different geo- 
graphical locations. Hence, the uni- 
form application of alpha as pre- 
scribed under the guidelines does not 
reflect the accurate requirement of 
capital coverage. 

Over and above all this, adoption of 
this method as prescribed by the RBI 
does not add any value to the overall 
management of banks in India for it 
proposes no new processes and models 
of operational risk identification, as- 
sessment and management. 

Advanced methods: More daunting 

There are no incentives for banks to 
move from the basic indicator method 
to TSA, and then to AMA, though the 
qualifying criteria for such switch over 
calls for significant investment for put- 
ting in place the prescribed opera- 


Operational Risk Managemen 


tional risk management systems. No: 
did the regulatory authorities pre 
scribe a road map or a mechanism foi 
banks to navigate towards betterin; 
their management of operational risl 
by gravitating towards these advancec 
methods prescribed by BCCI for esti. 
mating capital charge, except for ad. 
vising banks to comply with the 
Committee's guidance on “Sound Prac- 
tices for the Management and Supervi- 
sion of Operational Risk”, February 
2003 and the Guidance Note on Мап- 
agement of Operational Risk issued by 
the RBI in October 2005. 

Advanced measurement ар- 
proaches, however, pose many chal- 
lenges. The first challenge is identifi- 
cation of data elements—occurrence of 
the event, date of discovery, the ac- 
counting date, the location at which it 
occurred, the internal line of business 
and the regulatory line of business, the 
loss event type, the amount of losses, 
the recoveries, if any, the type of recov- 
ery, and the cause and brief description 
of the event—that need to be collected. 
The fixation of thresholds for collection 
of data is another big challenge, for the 
“choice of loss collection thresholds, 
can affect significantly the calculation 
of expected losses and to some extent, 
the shape of the estimated loss distri- 
bution and the unexpected loss” 
(BCBS, 2006). The definition, collec- 
tion and analysis of ‘near misses’, and 
‘boundary issues/losses’ also pose a 
challenge. Similarly, collection of ex- 
ternal data, adjusting it for relevance 
and scale of individual banks, and to 
decide where to use and where not to, 
will in itself be a great challenge. In the 
absence of standardization of distribu- 
tions, and method of fitting that distri- 
bution, a bank’s choice of assumption 
about them will have a significant im- 
pact on operational risk capital. As 
banks gain experience in implement- 
ing sophisticated operational risk 
management techniques and improve 
their overall control environment, loss 
event data needs to be adjusted ac- 
cordingly for making it forward-look- 
ing. And, it is not clear as to how to 
make this adjustment. The underlying 
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reality is banks have to cover lots of 
ground before becoming effective man- 
agers of operational risk as envisaged 
in the Accord. 
HR-related challenges 
As often stated, Basel II norms are 
meant for encouraging banks to imple- 
ment a comprehensive enterprise-wide 
risk management framework that en- 
sures its stability and safety, besides 
rewarding it with lower capital re- 
quirements. It means, banks have to 
necessarily revamp their existing IT 
systems, processes, people and even 
business lines—it will be a journey be- 
yond mere regulatory compliance. It 
thus calls for a high degree of culture 
change, which means, re-equipping hu- 
man resources with appropriate new 
skill-sets. 

Тће potential of people to manage 
operational risk depends on the skill 


| 


and ethical profile of the people who 
man the businesses, for it is these skills 
that ultimately define an individual's 
style of discharging the assigned role 
and responsibilities. In other words, it 
is the ‘risk-propensity —“the tendency 
of a decision-maker either to take or 
avoid risks”—of people that matters 
most under operational risk. Risk-pro- 
pensity can alse be said as the fre- 
quency with which people do or do not 
take different kinds of risks. Research 
indicates that risk taking in any do- 
main is influenced by a combination of 
general factors such as age, sex, desire 
to seek sensation, values and openness 
of the people who are entrusted with the 
responsibility of managing the busi- 
ness. Risk behavior is mostly pat- 
terned—some are likely to be constant 
risk takers, some are consistently risk- 
averse, while a third group may have a 
domain specific pattern of risk behav- 
ior. 





stability and safety. 
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Basel Il norms are meant for encouraging banks 
to implement a comprehensive enterprise-wide 
risk management framework that ensures its 


Most people take risk in order to 
reap some psychological or material 
benefit, and not for the sake of the risk 
itself. People with high consciousness 
will perceive these benefits through dis- 
ciplined striving rather than risk-tak- 
ing. People with low consciousness are 
often noticed attempting to “get rich 
quick” —like Nick Leeson of Barings to 
secure benefits by taking chances 
rather than controlled effort. Some 
people in their obsession for career pro- 
gression, ambitiously pursue business 
targets with a myopic focus and in the 
process expose the organization unwit- 
tingly to greater risks. The ethical pro- 
file of staff that describes one’s dili- 
gence in exercising powers, tendency to 
transgress authority/violate norms, 
commitment to the institute’s interest, 
ability to own up the responsibility, etc. 
thus plays a great role in mitigating op- 


erational risk. 


Any incongruity between the per- 
sonal traits and the demands of the as- 
signed role is more likely to result in 
operational risk such as the one suf- 
fered by Daiwa Bank at the hands of 
Toshide Iguchi, a designated US bond 
trader of the bank, who created a loss of 
over US$1 bn over a period of 10 years 
by covering up the losses under bond 
trading by switching securities out of 
client’s custody accounts. That is where 
the personal profile of employees—ex- 
tramarital affairs, drug, alcohol, or 
gambling addiction or debts, extraordi- 
nary medical expenses, regular travel 
and entertainment expenses of high 
proportions which are known to predis- 
pose an individual to commit unethical 
practices, including committing frauds, 
besides clouding the individual’s very 
thought process—becomes relevant. 
Emile Durkheim observed, “Where a 
person’s aspirations are balanced by 


opportunities, a state of contentment 
exists. On the contrary, crime breeds in 
the gaps between opportunities and as- 
pirations. Where aspirations cannot be 
fulfilled through legitimate opportuni- 
ties, unconventional methods will be 
sought." 

Personal traits aside, the opportu- 
nity for an individual to defraud an ог: 
ganization depends on one's access tc 
assets, systems and/or records of the or: 
ganization; his skills—higher the leve. 
of skills, higher the risk; right time—< 
fraudster selects the time and the place 
looking for weaknesses in the fraud-de 
fense-mechanisms; and his rank in the 
organization that facilitates bypassing 
of controls and intimidation of subordi 
nates so that the irregular conduct o 
the employee is not reported to the to] 
brass. 

Taking a cue from these researc 
findings, organizations must strive t 
map the risk-potential of its staff base 
on their behavioral-exhibits both in anc 
outside the organizational context, con 
stantly evaluate their risk-potential 
and based on such analysis pick righ 
people for the right job. It is of course, : 
big challenge but banks have no othe 
option. They need to map the availabl 
human capabilities within the organiza 
tion and match them with the require 
ments of a given job. Such juxtapositioi 
of available capabilities along with th 
required capabilities of a job makes th 
gaps obvious. Once gaps are identifiec 
organizations should draw a capabilit, 
development plan to fill these gaps. 

To be successful, risk management 
calls for the commitment of senior mar 
agement as it alone makes the organ 
zation proactive in its understandin 
the significance of human capabilitie 
in managing operational risk. To rea 
ize the intended results, management 
have to be brutally objective in thei 
search and identification of right peop! 
for at least sensitive posts. In conch 
sion, it makes sense to treat opere 
tional risk as mostly people-driven an 
manage it from that platform. 


— GRK Mur 
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Regulating Rural Moneylenders 


Would It Answer the Woes of Farmers? 


Cy 5 July 1883, Sir William Wedderbum while making a 
presentation to the East Indian Association in London 
observed: "The problem was how to supply him (the farmer) 
with capital without loan becoming the cause of his ruin." 

A true concern of a civil servant of yore for the good of а 
common man! That's indeed what even the modern public fi- 
nance theory states: government should do no harm. According 
to Rosen and Weinberg (1997), even in today's world of 
privatization, government remains an important, if not domi- 
nant, player in the world's economies. So long as the market 
economy is working satisfactorily in meeting the demands of 
consumers at the lowest cost, there is of course no need for the 
government to intervene with its investments. But when con- 
sumer demands go unmet or costs are prohibitively high, there 
13 a just need for a government to intervene. 

It is commorsensical that markets work well so long as the 
‘self-interested consumers’ and 'supplier-com- 
panies’ absorb all the benefits and costs of 
their economic transactions —i.e., when an in- 
dividual farmer's demand curve measures all 
the benefits of the cost of capital being bor- 
rowed and a lender’s cost curve captures all 
the costs associated with its supply, the mar- 
ket functions without any frictions. 

However, when some benefits and costs 
are ignored or over-stated by market partici- 
pants, markets are prone to fail in prcviding 
an efficient allocation. That is where an extra- 
market institution needs to be created as a 
means to account for those ‘externalities’. And that is where 
government has a potential role to play. 

That's what indeed echoes in the Prime Minister's address 
at the 2" Agriculture Summit on October 18, 2006: “When we 
review our agricultural situation, it is clear that there are four 
deficits we need to bridge. These four deficits are (i) the public 
investment and credit deficit; (ii) the infrastructure deficit; (iii) 
the market economy deficit: and (iv) the knowledge deficit. 
Taken together they are responsible for the development defi- 
cit in the agrarian and rural economy. However, we need more 
thinking on the credit front.... What do farmers need —a lower 
rate of interest or reliable access to credit at reasonable rates? 
Is our existing institutional framework adequate for meeting 
the requirements of our farmers who are a diverse lot? Do we 
need to create new institutional structures. Or do we need to 
bring in moneylenders under some form of regulation?" 

These are the questions that inevitably call for government's 
intervention, for, a nation's economic prosperity squarely rests 
on its enforcing the rules for private market transactions. The 
recent move of the RBI to get rural moneylenders registered with 
local authorities and make local commercial banks finance 
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them for onward lending to farmers is obviously, an outcome of 
these questions and the government's answers thereof. It is 
therefore quite laudable—laudable not because it is going to 
solve the problems associated with rural lending, but because it 
indicates that the authorities are alive to the problem. 

To understand its fair utility to stave off the capital- 
starved farmers' woes by supplying timely credit at an afford- 
able price, let us take a critical look at the mechanics of the 
proposal. A technical committee appointed by the Reserve 
Bank of India — taking note of the alarming rise in the share of 
moneylenders in the total dues of rural households, that too, 
despite the spread of modern banking in the country-side, from 
17.5% in 1991 to 29.6% in 2002 as revealed by an all-India debt 
and investment survey by the NSS— recommended a model 
legislation on Moneylenders and Accredited Loan Providers for 
adoption to regularize moneylending business by compulsory 
registration of lenders by state governments 
and fixing maximum interest rates on their 
loans to farmers. It also proposes extension of 
institutional credit to such accredited loan 
providers — moneylenders, input dealers, ag- 
riculture traders, commission agents, agricul- 
ture output processors, vehicle dealers and 
any other person considered to be a rural 
lender, and signed a formal memorandum of 
understanding with the institutional credi- 
tors—for on-lending to farmers at the pre- 
scribed interest rates by the state level bank- 
ers committee. 

Now, the question is: Is this mechanism good enough to 
deliver timely credit, that too, at the prescribed rate of inter- 
est? Or, is it all set to become yet another minefield of corrup- 
tion? One may here tend to take solace from the provisions 
under recommendations for alternate dispute mechanism 
such as Lok Adalat and Nyaya Panchayat for speedy and eco- 
nomical dispensation of justice. But going by the historical ex- 
periences and the ethical fabric of the moneylenders, the an- 
swer to these naturally sprouting questions is obvious. 

Against these embedded doubts about the schemes, the 
accumulated empirical literature clearly suggests that there 
are three essentials that government must ensure for sus- 
tained economic growth: one, an educated and healthy labor 
force; two, well-maintained public and private capital stocks; 
and three, the protection of private property from external at- 
tack and domestic corruption (Barro, 1996). This makes one 
wonder: Would it not make great sense for the government, 
taking advantage of the technological advances, to explore pro- 
viding on-line credit through banking network?m = 
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М5-разед Pay-by-Mobile Service CorpBank's 'SMS-based Pay-by-Mobile service’ brings you 
convenience like never before. Now all you need is your mobile phone to shop on the internet, do 
teleshopping and transact in over 3000 merchant establishments across the country including 
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Sensex: How High Can It Go? 


he setting off of the firecrackers has begun much before Diwali! On 9^ 

October the Sensex crossed the 18000-mark—it hit a record high of 

18,280.24—all with ease. The 50-share Nifty also hit a peak of 5348.70, 
settling finally at 5327.25. Again on 18" October, the Sensex created another record: 
it crossed the 19000-mark. What followed it, of course, was a nightmare: the BSE 
30-share index lost 336,717 and 438 points in a row between 17% and 19%, finally 
settling at 17559.98. | 

The underlying force behind the current euphoria in the Indian stock market 
is the US Federal Reserve's cut in its interest rates by 50 basis points, which 
has compelled global investors to scout for markets that provided high returns 
backed by sound fundamentals. And, India has emerged as the best bet. 

It's not that the FIIs are rushing to India out of love, but rather because of its 
sound economic fundamentals as reflected in its growth rate of more than 9%, 
its ability to bring down inflation and keep it under check, and its exports being 
predominantly that of information technology-related services. Interestingly, 
another important economic factor that made India a favorite destination of 
investment is its overall less-dependency on the US economy for its growth. 

This obviously, has made the Foreign Institutional Investors (FIIs) invest 
US$3.2 bn in the Indian stock market during the last one month. The FIIs are 
reported to have purchased shares worth a net of $16.2 bn during the current 
year, which surpassed the total inflow of $10.7 bn during 2005. 

Amidst this euphoria, a few disturbing features have emerged: one, the recent 
rally was led by a handful of stocks; two, the second-line shares were almost 
ignored by the investors as revealed by a growth of 7% and 6% witnessed under 
BSC mid-cap and BSC small-cap respectively, during the last one month, vis-à- 
vis the 1446 rise registered by the Sensex; and third, the stocks are trading at a 
price/earnings ratio of 20 plus times. Any further rise in the Sensex would there- 
fore demand for future earnings a growth of 30-40% in the index-stocks, which 
appears to be a remote possibility. It means that any further rally in the index is 
more likely to place it in the danger zone. This disturbing phenomenon of the 
financial market aptly reflects in what the Finance Minister, P Chidambaram 
said: “The rather steep raise in the sensex some times surprises me, sometimes 
worries me. I don't think the fundamentals change so rapidly from day-to-day." 

The only blessing in disguise is: the current euphoria in stock market is not re- 
stricted just to India but also extended to China, Australia, Hong Kong, South Korea, 
Singapore, Indonesia and Pakistan, whose market indices have all hit a new high. 
This confirms the fact that the liquidity factor generated by the Federal rate cut is the 
principal force behind the current rally in stock markets across the emerging markets. 

Amidst which, India, of course, stands unique, for its growth in GDP is more 
internally-driven than that of the other emerging economies. This unique eco- 
nomic growth model of India has obviously caught the attention of the global 
investors as evidenced by the entry of a new class of investors, such as India 
dedicated funds, pension funds and sovereign funds, into the market. This ‘mar- 
ket-confidence' is obviously affecting the price earnings multiple beyond the 
fundamental factors driving the valuation multiple to further heights. 

This free flow of financial capitalism is all set to challenge the wisdom of the 
regulatory system, posing complex challenges that have had no time-tested 
answers. It is sure to rock the markets with more volatility. Nevertheless, if we 
continue to grow at the rate we have, it would not be unreasonable to expect that 
the Sensex will continue to attract investors from across the globe, unless some- 
thing unexpected happens. 


GRK Murty 
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Sebi decision on participatory note is part of the series of steps that have been 

taker to moderate capital inflows. We are not in favor of banning PNs. We have 

simply placed a cap on the proportion of money coming through PNs vis-à-vis the 
total assets under management and the derivative position. 

P Chidambaram 

Finance Minister, Government of India 


There is no serious consideration of setting up a stabilization or sovereign wealth fund. If 
and when we decide toset up these funds we have to put in place measures of governance, 
transparency and accountability, which would provide the necessary comfort. 

YV Reddy 


Governor, Reserve Bank of India 


(India’s) growth has been impressive, 9.7% in 2006, 8.9% in 2007, and we are 
viewing at 8.4% in 2008. That is really an impressive growth pattern. 

Rodrigo de Rato 

Managing Director, IMF 


Insurance companies have become a counterbalancing stabilizing factor to FIIs. 

We do not trade in and trade out, because insurance companies are long-term 

players. It is estimated that as on March 31, 2007, insurance companies brought 
Rs. 1,50,000 crore into the markets. 

Deepak M Satwalekar 

Managing Director, HDFC Standard Life 


This (irresponsible predatory lending by banks to consumers) is a worldwide 

phenomenon, especially when there is excess liquidity sloshing around. Excess 

liquidity puts downward pressure on lending rates and hence the search of vul- 
nerable sections to lend to who are price takers. 

Kishori Udeshi 

Chairman, Banking Codes and Standards Board of India 


Investors should see what period they are investing and remain within their set 
horizon, not be swayed by rumors. 

M Damodaran 

Chairman, Sebi assuaging the panic-stricken stock market 

While High Net Worth Individual (HNWI) investment behaviors differ from 

market to market, the underlying drivers of wealth remain strong overall, 

and we expect the region will continue to outpace the global rate of growth in 

HNWI weaith. 
Rahul Malhotra 
Head of Asia Pactfic, Merrill Lynch Global Wealth Management 


If there is an Achilles’ heel, it is the banking systems of emerging markets. 

Although, many have undergone financial sector appraisals by the IMF and have 

adopted many core banking principals set forth by the Basel Committee on 

Banking Supervision. However, domestic credit growth has been excessive in 
most of these countries. 

John B Chambers 

S&P's Credit Analyst and Chairman, the Sovereign Ratings Committee 
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SAIL - India's largest producer of steel 


Ma King India. | UNMDC - India's largest iron ore producer 
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India Moves up in 
FDI Ranking 


India is the second most at- 
tractive location after China, 
ahead of the US and Russia, 
for global Foreign Direct In- 
vestment (FDI) im 2007. Ac- 
cording to Unctad's World In- 
vestment Report, the 
country’s rank in inward FDI 
performance index, which cov- 
ers 141 countries for the year 
2006, stood at 113, as 
against 121 in 2005. In addi- 
tion, the country also im- 
proved its position by nine 
places in the outward FDI 
performance index from 65 in 
2005 to 56 in 2006. 

Tae report showed that 
China is the most preferred in- 
vestment location, followed by 
India, the US, the Russian 
Federation and Brazil. While 
India strengthened its position 
in the index, China's rank fell 
by seven places and stood at 
69. The share of both countries 
in total global FDI outflows 
has also increased. While both 
the countries accounted for 
10% of total FDI outflows in 
2005 in the Asian region, it has 
risen to 25% in 2007. China’s 
outflows increased 32% to $16 
bn in 2006, Indian cutflows 
witnessed a four-time rise 
since 2004. “The increasing 
FDI inflows of the country can 
be attributed to the high rate of 
economic growth seen in the 
last few years. As a result, for- 
eign companies are pumping 
in market seeking invest- 
ment,” said Masataka Fujita, 
Head of investment trends 
and data section, investment 
technology and enterprise de- 
velopment, Unctad. 

The report said both 
China and India are throw- 
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ing up competition for coun- 
tries such as Hong Kong 
(China), the Republic of Ko- 
rea, Singapore and Taiwan 
as the main destination of 
FDI in developing Asia. The 
report also revealed that 
Indias FDI inflows, as a per- 
centage of gross fixed capital 
formation has been increas- 
ing over the years. While in 
1999-2000, FDI constituted 
1.9% of gross fixed capital 
formation, it rose to 8.796 in 
2006, against 2.6% in the 
year ago period. 


Indian Microfinance: 
Big Revolution 


Banks see good future in 
small loans in India. The In- 
dian microfinance sector is 
attracting private equity 
groups and hedge funds after 
a series of high-profile deals. 
"Time was when banks didn't 
take microfinance seriously, 
when they regarded it as cor- 
porate social responsibility 
rather than a serious commer- 
cial opportunity," said 
Siddhartha Chowdri of 
Accion Technical Advisors, a 
Technical Partner of Yes 
Bank India's for microfi- 
nance. Leading Indian 
microfinance groups, such as 
SKS Microfinance, Share, 
Spandana and Basix were 
largely viewed as a destina- 
tion for charitable invest- 
ment a few years ago. How- 
ever, Indian and foreign in- 
vestors are looking at 
microfinance now and have 
met about 40 microfinance 
institutions. Private equity 
investors' entry into the field 
follows that of big banks 
such as ICICI Bank, ABN 
Amro, Standard Chartered 
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= Sebilmposes Curbs on PNS 


The Securities and Ex- 
change Board of India (Sebi) 
has decided to tighten the 
| rules for purchase of shares 
and bonds through the Par- 
ticipatory Note (PN) route. 
The move is aimed to slam 
brakes on flows of anony- 
mous foreign capital in the 
country. PNs are financial 
instruments used by inves- 
tors ог hedge funds that are 
not registered with Sebi to 
invest in Indian shares. PNs 
are issued by Sebi-regis- 
tered Foreign Institutional 
Investors (FIIs) to investors 
who do not want to disclose 
their identity, or those who 
are in a rush to buy stocks 
and derivatives without 
waiting for Sebi registra- 
tion. The market regulator 
has proposed that FIIs and 
their sub-accounts cannot 
issue or renew PNs with un- 
derlying as derivatives with 
immediate effect. They 
have to unwind their cur- 
rent position within 18 
months. The Finance Min- 
ister has made it clear that 
the Sebi consultation pa- 
per, with or without some 
changes, will become a 
regulation from October 
25. The Sebi board is meet- 
ing on October 25 to con- 





and Citibank, which have re- 
cently increased the capital 
towards microfinance insti- 
tutions. "There is huge com- 
mercial interest in the sec- 
tor," said Vikram Akula, 
SKS Chief Executive. SKS 
has been approached by 
about 20 private equity funds 
and even hedge funds, he 
added. Now, rapid economic 


sider this proposal. Sebi's 
announcement is a part of 
the series of steps that have 
been taken to moderate the 
capital flows into India and 
the culmination of a long 
discussion among the mar- 
ket regulator, central bank 
and the government. The 
idea is to encourage inves- 
tors who come through PNs 
to invest directly. 

Sebi proposes to keep 
out sub-accounts of FIIs 
from all kinds of PN activity 
with immediate effect. 
These entities would have to 
discontinue issuance of new 
PNs. The Sebi paper for dis- 
cussion on offshore deriva- 
tive instruments, PNs, 
added “Further, those FIIs 
who have already issued 
PNs in excess of 40% of their 
assets in the Indian mar- 
kets (assets under custody) 
can issue new instruments 
only against cancelation/re- 
demption/closing out of the 
existing PNs of at least 
equivalent amount.” The | 
proposals, which have been - 
framed in consultation with | 
the government, will Бе. 
‘implemented urgently’, af- 
ter receiving comments from 
market participants within 
four days. 






growth and the entry of more 
foreign banks and private eq- 
uity firms, coupled with im- 
proving infrastructure and 
new technologies, are encour- 
aging large Indian and inter- 
national lenders to enter the 
space. Plus, growing competi- 
tion is forcing banks to look at 
India’s underserved 600,000 
villages. в 
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Concern Over 
Turkey’s Iraq 
Operation 


Turkey's parliament is all 
set to approve a large-scale 
military incursion into 
northern Iraq. despite 
mounting international con- 
cerns about the conse- 
quences of such a move, par- 
ticu_arly in the US. Crude 
oil rose to a record near $88 
a barrel after concerns arose 
that Turkey may attack 
Iraqi Kurdish territory, 
leading to a disruption of 
crude oil supplies. Recep 
Таууір Erdogan, Turkish 
Prime Minister, said, “Ap- 
proval does not mean that 
an operation will be under- 
taken immediately.” He 
added Turkey would “act 
with common sense and de- 
termination when the time 
is right.” But concerns arose 
in the US that Turkey may 
attack Iraqi Kurdish terri- 


INT 


tory, leading to a disrup- 
tion, and possible clash be- 
tween Turkish and Kurdish 
government soldiers. Ana- 
lysts feel that if the Turkish 
Parliament okays military 
action, oil prices may touch 
$90 per barrel. Oil pipelines 
also run through southern 
Turkey, where the 
Kurdistan Workers' Party 
(PKK) has mounted many 
attaeks. Turkey must 
"show restraint" and avoid 
any military action against 
the PKK, White House 
spokesman Gordon 
Johndroe said. 

Turkey's oil-rich north- 
ern region is controlled by a 
semi-autonomous Kurdish 
administration. Kirkuk is 
about 161 km from the 
Turkish border. Turkey says 
it must act because US and 
Iraqi forces have failed to 
contrel the 3,500 members 
of the PKK, or Kurdistan 
Workers' Party, who are in 
Iraq while they pursue a 


ERNATI 


ONAL 


two-decade conflict with 
Turkish forces to gain au- 
tonomy. Meanwhile, in Brus- 
sels, the European Commis- 
sion urged Turkey to handle 
the terrorism issue in coop- 
eration with related officials, 
while condemning the PKK 
attacks targeting both civil- 
ians and soldiers, the 
Anatolia news agency re- 
ported. 


Australia’s U-Deal 
with India Doubtful 


Even before the Prime Min- 
isters of the two countries 


v * 











44 


meet to discuss, cabinet's 
decision in favor of the 


banks' Debts Glut Threatens Growth 


The subprime mortgage 
crisis is now the biggest 
worry to the US after the 
big US commercial banks 
have seen $280 bn of new 
debt come on to their bal- 
ance sheets. А new survey 
by National Association of 
Business Economics, found 
that 258 economists now 
fecl the threat of subprime 
loan defaults and the 'ех- 
cessive indebtedness' of 
America is the most sig- 
nificant short-term threat 
zo the economy. The banks 
nave been forced to take on 
to their books large 
amounts of commercial pa- 
per and leveraged loans af- 
ter investor demand for 
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such assets dried up in the 
summer. European banks 
are facing similar pressure 
amid concern at the ability 
of some smaller lenders to 
handle the potential strain 





on their balance sheets. 
The US Treasury has en- 
couraged the creation of a 
'super fund' to take on the 
assets of troubled invest- 
ment vehicles. 


The three top US 
banks—Citigroup, JP 
Morgan Chase and Bank 
of America—unveiled 
plans for a fund that 
would buy up to $100 bn of 
mortgage-backed assets 
from structured invest- 
ment vehicles. Citigroup, 
which manages $80 bn of 
assets in such vehicles, 
has bought some of the ve- 
hicles commercial paper. 
Citi announced that it 
was suspending share 
buy-backs because its 
capital ratios had weak- 
ened partly due to the 
large amount of commer- 
cial paper and leveraged 
loans it had taken on. 


yellowcake shipment, Aus- 
tralia has decided to review 
its plans to sell uranium to 
New Delhi. Minister 
Alexander Downer has 
warned that no uranium will 
be exported to India until the 
negotiations for the 
operationalization of the US- 
India pact are resumed. Aus- 
tralia is a signatory to the 
Nuclear Non-Proliferation 
Treaty, whereas India is not. 
India's refusal to sign the 
agreement has intensified 
fears that uranium for Indian 
power plants could be di- 
verted for military purposes. 
Downer, however, opined that 
Australia could have its own 
and International Atomic En- 
ergy Agency inspectors check- 
ing Indian nuclear plants to 
ensure proper use of the ura- 
nium ifthe exports eventuate. 
"This will provide still more 
safeguards than we currently 
have." 

In Canberra, the opposi- 
tion Labor Party too stated 
its objection to the Federal 
government's plan to sell 
uranium to India, and de- 
manded a review of the 
pending deal with India. 
Australia's environment 
spokesman Peter Garrett 
said: "Deal or no deal be- 
tween India and the US, La- 
bor won't support the sale of 
uranium to a non-NPT sig- 
natory." Medcalf said that 
the US decision to work with 
India on nuclear issues trig- 
gered the Howard 
government's policy change 
to engage with India. 
McClelland said that Labor, 
if elected, would overturn 
any decision to sell uranium 
to India and would lobby as a 
member of a nuclear 
supplier's group to block 
such exports. m 
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Dedicated Infrastructure Funds 


Ensuring Public Participation 









Tap the wealth creation potential 
01 global infrastructure. 


TATA 
INDO-GLOBAL 
INFRASTRUCTURE 
FUND 


In an attempt to promote the retail investors' participation in the 
infrastructure creation of India, Sebi is endeavoring to introduce Dedicated 


Infrastructure Funds (DIFs) in India. 





ndia's infrastructure sector is 

poised to get the much-needed 

boost in the days to come. Of late, 
the infrastructure sector has caught 
the fancies of investors as they have 
started pouring their money in infra-re- 
lated stocks and funds. The underlying 
idea is indeed quite simple. As well 
said, infrastructure development is the 
backbone of any economy for its long- 
term growth and employment genera- 
tion. It is all the more important for one 
of the fastest growing economies hke 
India to sustain its eurrent high eco- 
nomic growth trajectory. In recent 
years, the government has been con- 
tinuously endeavoring to channel large 
investments into the core sector. In- 
deed, Indian infrastructure sector has 
been hogging the limelight in the recent 
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past with the government’s planned in- 
frastructure spending of a whopping 
$320 bn during the 11" five- year plan 
(2007-2012). 

In an attempt to properly channelize 
public investments into the sector, the 
Indian Finance Minister has announced 
in the 2007 Budget speech that domes- 
tic mutual funds are permitted to 
launch and operate DIFs. Subsequent 
to this, Sebi appointed a committee in 
March 2007 to suggest a detailed action 
plan to enable the operationalization of 
DIFs. Analysts predict that even if half 
of the government’s planned expendi- 
ture in the next five years materializes, 
DIFs can generate great returns. Hence, 
investors are revving up to grab this op- 
portunity to leverage on such promising 
funds. 


Reason to relish 

The committee appointed by Sebi has 
come out with draft guidelines for 
launching DIFs. These guidelines sug- 
gest that DIFs could be permitted to 
invest their entire mobilized re- 
sources in unlisted companies either 
in equity or debt form. Thus, the retail 
investors can get the exposure to un- 
listed companies in this space, whick 
was earlier the privilege of venture 
capital investors. Venture capita! 
funds, typically, demand a minimum 
investment requirement which usu- 
ally goes beyond the purview of retai 
investors. Thus, retail investors be 
come ineligible to invest in such fund: 
and simultaneously miss out on com 
panies’ growth phase prior to listing 
Nevertheless, they will be now poisec 
to get exposure to unlisted companies 
growth phase through DIFs. Apar 
from this, if desired, these funds couk 
be allowed to have 100% equity in : 
company. Nevertheless, their expo 
sure to listed companies could be re 
stricted to a mere 10% of the МАУ a 
the time of investment. 

Once these guidelines are ap 
proved, retail investors will havı 
supplementary tax-saving avenue! 
on their way. The reason being th! 
committee has proposed an addi 
tional tax exemption of Rs. 1 lakh fo 
those who invest in DIFs, in additio! 
to the regular tax saving of Rs. 1 lak! 
for investing in equity-linked saving 
schemes, as per Section 80 C. Be 
sides this, retail investors have an 
other reason to relish as the capite 
gains arising from the transfer c 
long-term capital assets may also b 
exempted from tax if they are reir 
vested in DIFs. However, there is 
caveat that only original investor: 
and not subsequent buyers of th 
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scheme, would be allowed to enjoy tax 
incentives. 

To provide liquidity to retail in- 
vestors investing in DIFs, the com- 
mittee has suggested that DIFs 
should be listed on stock exchanges 
within two years of their launch. It 
has also proposed exit options such 
as initial public offerings, strategie 
sales or buybacks. Moreover, DIFs 
are recommended to operate as 
closed-ended schemes with a matu- 
rity of seven years, with a possibility 
of one or two extensions. AP Kurien, 
Chairman, Association of Mutual 
Funds of India and member of the 
Sebi advisory committee on mutual 
funds. told reporters, *These funds 
would be closed-ended long-term 
funds with a lock in period of five to 
six years and would invest in infra- 
structure projects like airport mod- 
ernization that didn't have securities 
listed in the market but special pur- 
pose vehicles." 

It has been observed that DIFs 
should be structured differently from 
that of mutual funds as the former 
will largely invest in unlisted compa- 
nies which is not the case with the lat- 
ter. Besides this, DI*s are supposed 
to report the ne: asset value both at 
the time of each asset valuation as 
well as at quarterly intervals. They 
should engage an approved consultant 
to value the assets semi-annually. 
The approved consultants’ list can be 
drawn up by the Sebi registered rating 
agencies. Apart from retail investors, 
entities such as companies and finan- 
cial institutions have also been per- 
mutted to invest in DIFs. 


Vast canvas for investors 

Soon after the budget announcement 
and even before the appointment of 
the committee by Sebi, mutual fund 
houses bearing the ‘infrastructure’ 
tag have lined up to offer DIFs. After 
the successful debut of SBI infra- 
structure fund series-I, a few more 
have filed their prospectus with Sebi. 
When SBI infrastructure fund series- 
I made its debut, the New Fund Offer- 
ing (NFO) moppec up Rs. 2,536 cr 
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from 6.7 lakh applicants. Thus, good 
mobilization of resources through the 
fund signified the faith of investors in 
the sector. Kotak Mutual Fund and 
Tata Mutual Fund have also plans to 
launch schemes on similar lines. 

Mutual fund companies that offer 
such schemes suggest that the term ‘in- 
frastructure’ is normally used in a 
broad sense in their schemes, covering 
key areas of the economy and not just 
constrained to the so-called core seg- 
ments. They are quite diversified in na- 
ture and allocate to a number of sectors 
to achieve their investment objective. 

On the backdrop of large inflows 
of capital into infrastructure funds, 
fund managers are on the look out for 
stocks that go far beyond predictable 
domains such as commodities, engi- 
neering and capital goods. So ABB, 
Bharat Heavy Electricals Limited, 
Greaves Cotton, Jyoti Structures, 
Larsen & Toubro, Punj Lloyd, 
Suzlon, Lakshmi Machine Works 
and Gammon India are the basic 
types. But the theme can indeed be 
spread over the whole gamut such as 
cement, construction, refining, 
telecom stocks logistics, ITES, ho- 
tels, financial services and many 
more. Sanjay Sinha, designated CIO, 
SBI MF, feels that infrastructure 
funds need to locate opportunities 
from all vital sections of the 
economy, without getting restrained 
by only a few select ones. “Infrastruc- 
ture spending will remain a growth 
driver and there will be both direct 
and indirect impact. Also, there is a 
need to diversify within the given 
framework and definition.” 

Among the existing funds, DSPML 
TIGER (The Infrastructure Growth and 
Economic Reforms) fund focuses on sec- 
tors that are likely to flourish from 
growth related to economic reforms 
and infrastructure development. 
CanInfrastructure invested 5.3% of its 
Assets Under Management (AUM) in 
telecommunication giants Bharti 
Airtel and Reliance Communications. 
Likewise, Tata Infrastructure has also 
allocated 8.16% of its AUM to these 
two stocks. 


Viable option 

Interestingly, infrastructure funds have 
performed astoundingly in the erst- 
while years by topping the charts. The 
podium looked impressive for the infra- 
structure theme. Among the top five 
best performing diversified equity 
funds, infrastructure funds have 
grabbed three positions. UTI infra- 
structure topped the list, followed by 
Tata infrastructure in the third place 
and ICICI Prudential's flagship infra- 
structure fund in the fourth place re- 
spectively. UTI infrastructure fund in 
April 2004 was the first off the block 
and thus became an undisputed 
trendsetter. Even in 2006, it came out 
with impressive 61.5% returns, while 
Tata infrastructure and ICICI Pruden- 
tial infrastructure were also not far be- 
hind with 60.32% and 58.53% respec- 
tively. This was no mean feat consider- 
ing the fact that not even a single infra- 
structure fund featured in the top 10 
best performers in the year 2005. The 
trend symbolizes the growing potential 
of infrastructure funds in catering 
largely to the infrastructure projects of 
India. 

Analysts predict that DIFs have the 
potential to become an important 
source of capital for various infrastruc- 
ture projects that are vital for the 
country's economic development. Ajay 
Bagga, CEO of Lotus India asset man- 
agement company said, "These will be 
long-term funds that will provide infra- 
structure funding to the country and 
also investors a long-term growth-ori- 
ented tax efficient investment option." 
They can act as channeling agents of 
capital from not only Indian retail inves- 
tors but also from pension funds, insur- 
ance companies as well as overseas in- 
stitutional investors. Successful DIFs 
can aid in reduction of dependency on 
foreign capital for investment in infra- 
structure projects. All in all, they pro- 
vide a viable alternative investment av- 
enue to retail investors and thereby en- 
sure the broader public participation in 
the infrastructure creation of India. в 


— Y Bala Bharathi 
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New Vistas 
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India is entering a new era in project financing and infrastructure project 





development. As the private sector companies have been assured of 
appropriate risk mitigation measures depending upon the nature of 
infrastructure project to address the concerns of slow development 
cycles and pressure on returns, a whole range of financing 


opportunities are likely to open up. 


— Bundeep Singh Rangar 


Chairman, IndusView Advisors 





he infrastruczure sector, pro- 
jected to be an investment 
abode for more than $300 bn 


over "ће next three to four years, is one 
that has for almost half a decade seen 
great traction with the key driving force 
being the increased focus of the global 
ecoromies towards India, an economy 
that has grown at the rate of more than 
9% over the years. The result is seen in 
the increased appetite to attract invest- 
ments and trade partnerships—and 
these can successfully flourish only if 
there is a sound infrastructure to back 
the related development needs. 
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The focus towards the sector can be 
well gauged by the fact that the Finance 
Minister of India, P Chidambaram in 
the Annual Budget for 2007-08 has 
placed infrastructure and rural devel- 
opment as the top priority for the 
Indian Government. The government 
will increase its spending on infrastruc- 
ture, including ports, power generation 
and roads, by 40% to $30.2 bn (Rs. 1.34 
tn) in 2007-08. 


Real estate 
The new guidelines for Real Estate 


Mutual Funds (REMFs) issued by 


the Indian stock market regulator 
Securities and Exchange Board of 
India (Sebi) have opened new vistas 
of investment opportunities for mu- 
tual funds in the Indian real estate. 

Sebi guidelines allow funds to 
invest 65% of investible capital in 
private equity and the rest in public 
equity of Indian real estate compa- 
nies. In a situation, where the rising 
interest rates and the reduced bor- 
rowing limit are leading to a cash- 
crunch situation for many builders, 
the REMFs may become a good al- 
ternative for them to raise capital. 

Foreign investment policy re- 
forms and industry growth trends 
have found favor with foreign inves- 
tors over the last two years. Over- 
seas funds of about $7 bn have al- 
ready been announced for invest- 
ment in Indian real estate. FDI in 
real estate is estimated to reach 
$16 bn by 2012 from just $600 mn 
last year. 


Commercial and retail segment 
The government allows 100% FDI in 
commercial and retail real estate 
with a minimum development area of 
50,000 sq mts. 

In the retail industry, the relax- 
ation in FDI guidelines is likely tc 
metamorphose the $300 bn Indian 
retail market. More than 200 shop: 
ping malls are earmarked to be set 
up by the end of 2008 which will cre- 
ate around 66 million sq ft of new re 
tail space across the country. 

In the commercial office segment 
the demand for office space is set t« 
increase significantly to more thar 
367 million sq ft by the year 2012-13 
primarily driven by the IT and IT-en 
abled Services (ITeS) industry whicl 
will account for approximately 251 
million sq ft. 
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Special Economic Zone 

India's transition to an export-ori- 
ented manufacturing economy to aug- 
ment its successful services-based 
economy crossed a milestone with the 
approval of 150 Special Economic 
Zone (SEZ) proposals within six 
months of the passing of the SEZ Act. 
The proposals submitted by Indian 
and foreign companies to set up busi- 
nesses in these zones, resulted in a 
record $6 bn of investor commitment 
that will provide employment to as 
many as half a million people. 

Half the proposals accepted came 
from manufacturing and related in- 
dustries. Alternative energy propos- 
als totaled $2.2 bn, most notably 
from the US and Germany. Not sur- 
prisingly, the other half of the propos- 
als came from the Information Tech- 
nology (IT) industry that was respon- 
sible for $23.6 bn in export revenue, 
contributing 4% of India's СОР in 
2005. There are another 200 propos- 
als pending review. Industry experts 
estimate India can allow as many as 
300 SEZs, which will attract $20 bil- 
lion in total investments. 


Other growth drivers 

Highways and roads 

Government is keen to promote public 
private partnership through construc- 
tion contracts, BOT projects, conces- 
sions, grants, 10046 tax exemptions for 
five years, and by allowing 100% FDI 
under automatic route. 

Government is also to provide 
Right of Way (ROW) to the conces- 
sionaires free from all encumbrances. 
Airports 
Airport infrastructure has been un- 
der tremendous pressure due to 20% 
plus growth in traffic in the past 
three years. 

Government is keen to improve in- 

frastructure to meet future de- 

mand through PPP. 

100% FDI is permitted in new 

projects. 

100% FDI is permitted in existing 

projects; Foreign Investment Pro- 

motion Board (FIPB) approval re- 

quired for FDI beyond 74%. 
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Railways infrastructure 
About 40% of investment is sought from 
private sector. 
100% FDI is permitted in construction. 
Ports 
About $8 bn (70% of total) investment 
in National Maritime Development 
Program (NMDP) sought from private 
sector. 
100% FDI is permitted in port de- 
velopment projects. 
100% income tax exemption is 
granted for a 10-year period. 
Power 
1009» FDI allowed in generation, 
transmission and trading; income 
tax holiday for 10 years; waiver of 
capital good import duties for mega 
power projects with generation ca- 
ui higher than 1,000 MW. 
Government is to acquire land, se- 
cure environment clearance, ar- 
range water linkage and secure 
Captive Coal Mine (for pit head 
plants) beforehand. 
Payment Security Mechanism is of- 
fered in the form of Letter of Credit, 
Escrow Arrangement and Third 
Party Sale. 


The risks associated with 
infrastructure financing 

The small infrastructure expenditure 
base as a percentage of the Gross Do- 
mestic Product (GDP) in itself is a 
risk factor. India's infrastructure 
spending stands at 546 of the GDP, 
while the figure for China is about 
11%; the government though has tar- 
geted that 9% of the СОР will be 
spent on infrastructure by 2012. 

Of the 9% that India is targeting 
by 2011-12, 396 would come from the 
private sector, which represents a 
huge opportunity for the private sec- 
tor companies. 

The other aspect 15 the restrictive 
nature of the large projects and the 
capital expenditure involved in indi- 
vidual projects. Banks themselves 
might be unable to handle mega 
projects—arising because of the lim- 
ited net worth of banks. Hence, the 
current failures in infrastructure fi- 
nancing partly reflect the lack of an 
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adequate risk-taking appetite on the 
parts of managements of banks and 
the financial institutions. 

And, then there are inherent prob- 
lems of time and cost overruns which 
add to the issue. The industry is 
dominated by a handful of developers 
who more or less control the develop- 
ment in small pockets giving rise to 
monopolistic practice. This gives 
them the unfair advantage of dictat- 
ing rather than allowing the market 
forces to determine the pricing. More- 
over, these developers have grown big 
and assumed the size and scale by 
virtue of the number of years of exist- 
ence and not by systemic approach 
like their counterparts in other in- 
dustry sectors. 


SPV - A boost for infrastructure 
projects? 

The Union Budget 2005-06 provided 
for the establishment of a SPV to fi- 
nance infrastructure projects in 
specified sectors such as roads, ports, 
airports and tourism (Infrastructure 
SPV). IIFCL, the SPV started by the 
Government of India, is indeed a boon 
to infrastructure financing as it has 
the option to raise long-term loans, 
both from domestic and overseas 
markets. It can also borrow from mul- 
tilateral institutions, such as the 
World Bank and the Asian Develop- 
ment Bank. 

IIFCL will give priority to projects 
awarded to a private company under 
public-private partnership through 
competitive bidding. Similarly, 
projects that qualify for viability gap 
funding will also be taken up. More- 
over, for those projects which, be- 
cause of the sheer size, have not been 
able to get the requisite finance from 
banks, the SPV will provide the bal- 
ance to ensure that the project pro- 
ceeds without delay. 

IIFCL joins the stable of the many 
institutions set up to finance infrastruc- 
ture, such as the Power Finance Corpo- 
ration, the Railway Finance Corpora- 
tion and the Tourism Finance Corpora- 
tion. The restrictions on its function- 
ing—for instance, that it will not ap- 
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Special Purpose Vehicle (SPV) in its own right is almost irrelevant. The key issues 
are why is a non-governmental approach needed, which in my opinion it is, and then 
what is the most appropriate method of achieving and maintaining the new or im- 


proved infrastructure. 


Do you feel that infrastructure financing has been receiving the de- 
served attention in the country? 

The need for infrastructure is huge in India—not just hard 
infraszructure such as roads, railways and airports, but edu- 
cation, hospitals and so on. There is, like in every country, a 
limit to the amount of public finance available locally, and 
the government simply cannot afford to provide all that is 
needed in India. India, through centra! government and the 
federal structure, is not achieving the full benefit of interna- 
tional activity that it could attract to support its national 
capacity and capabilities. 


What аге the major risks involved in infrastructure financing in India? 
Among the constraints that India, like most countries, faces 
is the need for additional finance and operational skills. To 
attract these additional financial resources and manage- 
ment capacity further reforms of India’s capital markets, in- 
cluding particularly тће opening up of securities markets 
trading, underwriting financial advisory and asset manage- 


ment, and lowering the costs for Indian companies of listing 
abroad must be achieved. 

The world has plenty of opportunities where international 
investors and operators can win projects that meet their well 
tried and tested criteria. If India does not adapt to offer similar 
conditions the supply of infrastructure investment will remain 
low and the growth of the economy, and by implication, the 
standard of living for many will continue to be constrained. 


Do you view the SPV option as a boost for the resource-starved, long- 
term infrastructure projects? 

The issue of whether to use an SPV or not is not a material 
one. An SPV is a good idea if all the conditions to attract the 
best management and investments are available. If they are 
not, then the role and the relevance of SPVs for delivering 
infrastructure will be limited. The best use of SPVs is in the 
delivery of public services rather than just constructing infra- 
structure. 

Why were there disagreements against SPV idea in the country? 
There has been a distinct lack of well balanced debate about 


praise any project on its own—do not 
seem to serve any purpose, except to re- 
duce its staff load and distinguish it 
from other institutions. 

Given the experience of many refi- 
nancing institutions, to what extent 
IIFCL can fulfill its role of a lending insti- 
tution without undertaking appraisal of 
projects remaims a matter of doubt. It 
casts a heavy responsibility on the pri- 
mary lending institution, whose quality 
of appraisal beeomes critical. 


Infrastructure financing — Other 
options 

There are various sources of funds 
available currently for the development 
of infrastructure projects, and it is up to 
the developers to choose among the best 
rescurces deployable for the most cost- 
efficient returns for the investors and 
himself. 
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Viability gap funding: To fur- 
ther accelerate the Public Private 
Partnership model, the government 
extends ‘viability gap funding’ facil- 
ity. At times, long gestation and pay- 
back periods are the main reasons 
behind the private sector’s lukewarm 
response. Keeping this fact in mind, 
the concept of ‘viability gap funding’ 
that seeks to bridge the gap between 
economic and financial rates of re- 
turn was introduced. 

So far, according to estimates, un- 
der the viability gap funding scheme, 
37 proposals have been received of 
which 21 proposals have been 
granted ‘in-principle’ approval with a 
total project cost of Rs. 9,842 cr and 
an estimated viability gap funding of 
Ка. 2,521 ст. 

Take-out finance: Another ргођ- 
lem that arises in infrastructure 


projects, due to the long gestation peri- 
ods they involve, is the maturity mis- 
match between revenue flows from the 
project and the debt tenor required by 
infrastructure projects. It is usually 
difficult to obtain financing from banks 
and other financial institutions for a 
tenor exceeding 5-10 years. However, 
the project needs realistically could re- 
quire between 15-20 years for ad- 
equate revenue flows. The mismatch 
has resulted in greater risks and 
higher interest rates. 

There are various ways to obtain 
the necessary debt financing while si- 
multaneously addressing the prob- 
lem of this revenue flow-debt matu- 
rity mismatch. One of the more inno- 
vative techniques is 'take-out financ- 
ing’. Take-out financing refers to the 
transfer of the project loan liability 
from one lending agency to another in 
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What are the innovations in infrastructure мапе. ^s 
-ing that we may usefully adopt? | ve | 
The current rule that gives Indian advo- 


v cates the exclusive rights of audience in 
v the Indian courts and a monopoly of ad- 


| vising on any law, Indian or foreign, i in 
India is seriously restricting innova: _ 
tions on infrastructure financing. These innovations i in- 
clude innovative contractual approaches and options 


such as Public Private Partnerships (which despite sto- 
a ries to the contrary are simply not happening i in India). 
- Build, Operate and Transfer (BOT) projects and conces- 
. 810108 are not PPP schemes, and India is missing out on 
| _ the huge innovations that were developed i in the UK and 


ciples and practices of PPP—innovations that are similar 
to the ones practiced in the UK. 





doi DM Davie 
| Head of International 
` Business Development, Vector 
Management Limited, London 






Another issue is that there is a reluctance to pay for i in- 


tellectual property. The use of ee | Mem ws a | 
a ration ако), in x М Pank, e UD | € s, and 





| and WB endi to {ме ideas rüther thes 

|  ereate new approaches. ty 
To reiterate, a major constraint seems 
to be the government's coalition partners, 
conservative regulators, and most prob- 
lematically, vested interests (public- 
owned financial institutions). | 
The case for further reform of India's capital markets, · 
including particularly the opening up of securities mar- 
kets trading, underwriting financial advisory and asset. 
management, and lowering the costs for Indian compa- 
nies of listing abroad is imperative if the financing of 
India's infrastructure is to benefit from the massive 
skills and financial capacity that can come from mature 


-~ have formed the basis for the approach in South Africa, 


_ Australia, Holland, etc. 


One approach would be to continue guiding the Indian 
a centralized standard, prin- 


a publie sector to adopt—as а 


order to receive better financial ben- 
efits and a suitable allocation of 
risks between different lenders. 

Under this approach, the debt 
tenors can be structured in a way, so 
that separate lender syndicates fi- 
nance the project during different 
stages. 

Bond finance: Increasingly, spon- 
sors and developers have begun ap- 
proaching the Indian bond markets for 
their borrowing needs. As the 
Indian capital markets mature, bond 
financing mechanisms could lower the 
cost of capital by creating the desired 
financing flexibility through different 
debt instruments. One may further re- 
duce the cost of bonds. where a cred- 
ible source, such as the government, 
acts as a guarantor of the bonds. For 
example, the Maharashtra State 
Road Development Corporation 
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(MSRDC), in 2004, originally targeted 
a bond issuance for Rs. 400 cr ($92 
mn) in order to fund the Rs. 2,203 cr 
(approximately $506 mn) Mumbai- 
Pune expressway, Mumbai express- 
way overpass (or flyover) and Mumbai 
expressway railway bridges in the 
state of Maharashtra. The bonds were 
guaranteed by the Maharashtra state 
government. 

Syndication of funds and co-fi- 
nancing: Inviting participation from 
multiple investors increases inves- 
tor comfort as risks and rewards are 
shared among investors. 

For instance, India’s largest pri- 
vate sector bank, ICICI Bank, pro- 
poses to set up a $2 bn infrastructure 
fund—the largest infrastructure fund 
by an Indian entity to hit the market. 
ICICI is looking at overseas investors 
with long-term commitments of 


economies such as the UK, 


(The observations are personal and do not in any way relate 10 5 


апу UK government view or position.) 


above seven years. The fund will be in- 
vested in various projects including 
roads, ports, power, SEZs and other in- 
frastructure-related activities. 

As said earlier, Citigroup and 
Blackstone, along with IDFC and HFCL 
are also setting up a $5 bn fund for in- 
frastructure development. 


Outlook 


The earlier lack of cohesion between 
private and public sector to under- 
take projects and their financing is 
past. The joint venture of the private 
and public sectors in financing and 
construction of projects throughout 
India will permit the successful ex- 
ecution and completion of several 
projects that may not succeed inde- 
pendently. s 


Reference # 01М-2007.11-03-01 


| November 2007 | 19 


звы аа мен ымы OUO Nee eun СИН ПН КЕН Рт OER < 


Investing Overseas 


Local Funds, Global Portfolio! 


As more and more fund houses in the country gear up to launch schemes 
that aim to invest predominantly in overseas stocks, promising the benefits 
of hedging and a pie in global high-flying stocks, investors need to evaluate 
the risk-return trade-eff before taking the plunge. 


ll those investers, who always 

aspired to have a little bit of 

such internatienal stocks as 
Coca-Cola, Starbucks. Tesco, and Vir- 
gin in their investment portfolio but 
could not do so owing to regulatory re- 
strictions, can celebrate as their wait 15 
over now. Several domestic fund houses 
are lining up mutua. fund schemes 
which aim to invest in overseas stocks, 
thanks to liberalized norms pertaining 
to overseas investments by domestic 
Mutual Funds (MFs). According to the 
new guidelines issued by the RBI, do- 
mastic MFs can now invest in American 
Depository Receipts (ADRs)/Global De- 
pesitory Receipts (GDRs) of the Indian 
and foreign companies, rated debt im- 
struments, equity of listed overseas 
companies, Exchange Traded Funds 
(ETFs), and overseas mutual funds that 
make nominal investments (say, to the 
extent of 10% of net asset value? in ua- 
listed overseas securities, within an 
overall cap of 0584 bn. This will be with 
a sub-ceiling for individual mutual 
funds, which should not exceed 10% of 
the net assets managed by them as on 
March 31 of each relevant year and sub- 
jee: to а maximum of US$200 mn per 
mutual fund, which was earlier US$150 
ron per mutual fund. This paves way for 
launching feeder funds, which will ra:se 
money in India and invest in existing 
mutual funds abroad. The new guide- 
lines hence mean that individuals no 
longer face the restriction of investing 
only in a listed foreign company that has 
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at least а 10% stake in a listed Indian 
company; the earlier norm now stands 
dispensed with. 

Fund houses such as UTI MF, 
DSP Merrill Lynch, Kotak MF and 
HSBC Asset Management Company 
have either launched or are planning 
to launch their overseas investment 
funds soon. However, much before the 
opportunities could be sensed by oth- 
ers, it was Principal MF, which 
launched its overseas investment 
fund way back in 2004, when the 
regulations regarding overseas in- 
vestments by mutual funds were lib- 
eralized for the first time. 

However, individual investors need to 
understand the risks such investments 
entail First, they need to realize that 
they get exposed to the volatility in inter- 
national financial markets, which could 
at times be very harsh; remember the 
1997 meltdown across Asian financial 
markets, or more recently, the global eq- 
uity market meltdown in the wake of 
fears over ‘carry trade’. This shows that by 
committing investments in an overseas 
fund, an investor would expose himself 
not only to the volatility in financial mar- 
kets but also to the vagaries of currency 
movements. 

Principal India Mutual Fund be- 
came the first mutual fund house 
from India to launch an overseas fund 
when it launched its Principal Global 
Opportunities Fund in 2004. The 
fund which has a corpus of Rs. 437 cr, 
as of February 28, 2007, has deliv- 


ered a return of 16% since its incep- 
tion on March 29, 2004. The fund has 
also successfully outperformed its 
benchmark index Morgan Stanley 
Capital International (MSCD World 
Index since its inception. 

The fund has exposure to three re- 
gions mainly Asia (ех-Јарап): 
(54.4%); East Europe/the Middle 
East/Africa (EEMEA): 22.6%; and, 
Latin America: 21.5%. 


Foreign tie-ups to help 
Amidst the rush to launch global funds, 
fund houses, however, need to assess 
whether they have the right capabih- 
ties (such as research facilities and ex- 
perienced fund managers) to manage 
investments in overseas securities. "A 
foreign tie-up is a must, if you want to 
launch a global product for Indian in- 
vestors. It will help us access their re- 
search, fund managers, intellectua 
capital and IT,” said Jaideer 
Bhattacharya, Chief Marketing Of 
ficer, UTI Mutual Fund, recently. It ob. 
viously puts global fund houses operat. 
ing in India at a disadvantage vis-a-vis 
domestic fund houses, as global func 
houses can easily come out with feeder 
funds with them having greater exper 
tise in those markets. The joint ven 
ture fund houses, where one is a globa 
partner too, are all set to benefit. Th 
domestic partner has better knowl 
edge of local market and the foreigt 
partner has expertise in other mar 
kets. In this context, some even ва! 
that the tie-up with foreign player 
takes away the responsibility of man 
aging the funds from the domesti 
players. Given that, the local fun: 
houses are exploring this option very se 
riously. 

For instance, Reliance MF, a part с 
the Anil Dhirubhai Ambani Group, is 1 
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INTERVIEW 


Principal’s Global Opportunities Fund, which was India’s first international equity fund at 
one time, outperformed almost all diversified local equity schemes. 


Domestic mutual fund houses are tying up with global 
fund houses and investment advisors. How do you see 
this trend? 

K Venkitesh: This will be one of the trends as 

Indian MF players are forming JV and ar- 

rangements with many foreign firms. This will 

function mostly in Fund of Funds concepts and 
some of them otherwise as well. We could see 

Franklin Templeton coming with international 

fund. recently, Fidelity came out with one, and 

many may follow suit. Both received decent re- 
sponse from Indian investors. 

Suresh S: This trend will be more proneunced 

in the coming days. 

• As the Sensex continues its upward spi- 
ral without abatement, fund managers 
carry lesser and lesser conviction of the appropriateness 
of its levels. 

• Added to this, annualized returns of a very high order deliv- 
ered in the past become benchmarks for the future, making 
the life of fund managers difficult. 

• A third factor prominent in Indian stock markets is volatil- 
ity. To depend on this market for consistent returns is chal- 
lenging. For instance, Principals Global Opportunities 
Fund, which was India’s first international equity fund at 
one time, outperformed almost all diversified local equity 
schemes which in fact were yielding negative returns. When 
the Indian equity market slid, the Principal Global Opportu- 
nities Fund gained 1.1%. Even well-performing ones, such as 
Franklin India Bluechip Fund, returned -14.96%, Birla Ad- 
vantage gave returns of -17.43%, and Alliance Equity - 
15.14%. Thus demonstrably, international funds offer pro- 
tection when domestic ones are on the downside. 





t 


K Venkitesh 
National Head Distribution 
Geojit Financial Services Ltd., 
Mumbai 





* Fourth, a major component oftotal returns is 
the dividend component. Indian markets are 
witnessing super-high PE ratios and hence, 
dividend yields are difficult to achieve as an 
objective. This makes it logical for a fund focus- 
ing on dividends income to invest in global 
stocks giving higher dividend yields. For in- 
stance, Templeton in the US has been invest- 
ing in emerging markets for the past two de- 
cades with 'dividend yield' as a key parameter 
in the investment process. It is headed by Dr. J 
Mark Mobius. This expertise is now brought to 
Indian investors through the Templeton India 
Equity Income Fund (TIEIF) where Dr. Mobius 
is the Fund Manager. 

The regulatory authorities have set a cap 
of $4 bn for investments overseas by the entire MF industry. The 
present investment is way below the cap and this should see 
more international schemes being launched. 

Another trend that could emerge is schemes denominated 
in dollars. Consider that a year back or so, the strength of the 
rupee vis-à-vis the dollar was the reverse of what it is today. In 
a period, when the rupee was depreciating, investors earned 
bonanzas out of exchange-related movements. But now that 
rupee is appreciating there would be a wipe-out of scrip-based 
gains due to foreign exchange movement losses. This situa- 
tion has thrown up one more MF—dollar denominated MF. 
Indians having surpluses parked offshore can invest up to 
$100,000 a year. There is a cap of $5 bn for Indian MFs for 
such funds and this is over and above the $4 bn limit up to 
which fund houses can invest in foreign equities. (There would 
be a criterion for eligibility; hence, only qualifying fund houses 
can take up these investments). 


advance talks with zhe London-based 
fund houses such as Schroders, 
Barclays and Royal Bank of Scotland 
for a tie-up on a reciprocal basis, as me- 
die reports suggest. Аз per the deal, 
the India-specific funds raised by the 
global partner from the overseas mar- 
kets will be managed by Reliance MF. 
The latter will raise funds from the In- 
dian investors which will be handled by 
the global partner. 
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RMF will take the help of the global 
experts in launching the fund and it 
plans to mop up Rs. 500 cr to Rs. 1,000 
cr from the market. UTI MF, one of the 
top domestic fund houses in the country, 
has tied up with the US-based global 
investment advisors, Select Street Glo- 
bal Advisory (SSgA), for its proposed 
'Global Navigator Fund'. SSgA, which 
manages assets worth more than a tril- 
lion dollars, will be handling the fund on 


behalf of UTI MF. Tata Mutual Fund is 
also said to be close to firming up plans to 
launch a global fund for the Indian inves- 
tors. Nilesh Shah, CIO, ICICI Prudential 
MF, says, "We have chosen one of our 
Asian funds, which is managed by Pru- 
dential and is a fairly well-performing 
fund. We could complement our investors' 
portfolio. So, we have received approval 
from the Securities and Exchange Board 
of India, for an Indo-Asian equity fund." 
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Investing Overseas 





There is also enough leeway for fund houses which can invest 
only up to 1066 of its net assets in overseas securities subject to 
the cap of $4 bn. 

Another variation of managing funds overseas is advisory 
business. Global Investment Managers, ICICI Bank has 
teamed up with the Russell Investment Group to offer a unique 
series of Global Investment Portfolios. These comprise both 
debt and equity. These portfolios are offered through Offshore 
Call Deposit accounts in Singapore and 
Bahrain for leveraging on the soft taxation 
regime prevailing there. The investments are 
aggregated on an omnibus basis to Russell 
Investment Group so that apart from ICICI 
Bank, none else gets to know your invest- 
ment. Russell presently offers four different 
investment portfolios to customize to an ex- 
tent based on investor risk profile and invest- 
ment temperament. Russell's clientele in- 
cludes names such as AT&T, Shell Oil, 
United Airlines and the like. ICICI Bank's 





ibility in India has made it easier for the entry of such funds, 

which is certainly a welcome move. We will see one Indian and 

foreign JV AMC soon coming out with a gold-based fund in the 
form of FOF and NOT as ETF. 

Suresh S: ® Many success stories of global companies 
abound in India but participation in their fortunes get 
denied because those companies are not listed in India 
but overseas. 

* The Indian securities market cap is insig- 

nificant as a percent of world market cap. 

As against USA's 44.7% share and UK's 

11.4% share, the total market value of 

listed companies in India forms just 0.596 of 

the total world market cap. India's rank is 
only 22" when compared to ‘share in World 

Market cap'. Hence, by investing only in In- 

dian securities, the universe of scrips itself 

misses out on 99.5% of possible opportuni- 
ties. 
Take for example, Fidelity Interna- 


multi manager portfolios are diversified not Suresh S tional Opportunities Fund. It is looking at a 
only across major countries but also across Director, new stock picking paradise of all Asia-Pa- 
different industries and sectors. DMS Financial Services P Ltd., cific shares other than Japan. Its portfolio 

Vikrant Gugnani: Since regulations Chennai would encompass securities listed in devel- 


now permit investment abroad for Indian 
investors, it is likely that Indians will seek to diversify their 
portfolio. So we believe this trend of domestic-international 
fund tie-ups may continue. When domestic fund houses de- 
cide to offer international asset based products, the tie-ups 
are related to a search for specific international expertise 
(whether by geographic region or global sector). They recog- 
nize that certain global houses have established research and 
investment teams and tying up with them gives them access 
to this expertise. For the international fund house/advisor, 
this provides access to Indian savings—which are large and 
expected to grow strongly. 


What is driving MF players to look for the foreign investment avenue? 

K Venkitesh: This is a good diversification strategy from asset 
allocation angle for the investor. Fidelity was looking at mainly 
markets in Southeast Asia and Asia, while Franklin's fund 
looked at larger universe. Relaxation in capital account convert- 





oped economies such as Hong Kong, 
Singapore and Australia and developing economies such as 
China, Malaysia and Korea. 

Its investment pattern is 65% Indian securities and 30% 
international markets, particularly Asia-Pacific, with 596 re- 
served for Cash. The high weight on Indian securities at 65% has 
been influenced by the tax concession under Indian tax laws for 
domestic equity-oriented funds, and if these rules change, the 
fund would increase the international component beyond 30%. 
Unlike the Templeton India Equity Income Fund which uses the 
BSE 200 as benchmark for domestic and overseas, a custom 
benchmark index will be used for evaluation comprising the BSE 
200 for the 65% portfolio and the MSCI AC Asia-Pacific ex- 
Japan for the balance. 

Vikrant Gugnani: Mutual Fund houses, like any other ser- 
vice provider, would like to be responsive to the needs of their 
clients. As Indian investors are becoming increasingly global in 
their view, they too would like to reap the benefits of returns 


Kotak Mahindra MF is another ma- 
jor domestic mutual fund to jump on to 
overseas investment bandwagon. Its 
Kotak Global Emerging Market Fund, 
launched in July this year, is a three-year 
closed-end equity scheme that aims at 
investing in emerging economies across 
the globe. The scheme aims at investing 
90-100% in the units of T Rowe Price Glo- 
bal Emerging Markets Equity Fund - 
SICAV (TGEMF) and 0-10% in money 
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market instruments and debt funds. It 
will invest in overseas mutual funds and 
collective investment scheme(s), thus in- 
vesting in various instruments in the glo- 
bal emerging markets. According to the 
fund house, it has identified Luxembourg 
domiciled T Rowe Price Global Emerging 
Markets Equity Fund – SICAV (TGEMF) 
as the portfolio for the purpose. The Glo- 
bal Emerging Markets Equity Fund in- 
vests in equity and equity-related securi- 


ties of companies established in or con- 
ducting a significant proportion of their 
business activities in the economically 
emerging countries of Latin America, 
Asia, Europe, Africa and the Middle East. 
Another fund house, Deutsche Asset 
Management has launched DWS Global 
Thematic Offshore Fund, an open-ended 
overseas fund of funds scheme, and aims 
to invest predominantly in the DWS Stra- 
tegic Global Themes Fund domiciled in 
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BankMARCH-SQA 


‘BankMARCH-SQA® is а proprietary model to assess Customer Service 
Quality for Bank Branches. 

Customer service quality is a combination of quality aspects of physical 
environment & infrastructure and service process & functions. It is 
assessed through 


e  Customers' Perceptions on the services and products 
e Customers’ Satisfaction on the services and products 
e Customers’ Need and Gap in the services and products. 


| A ‘Service Quality’ audit is an aid to 


Measuring satisfaction level of the customers 
Identifying changes required in infrastructure, 
systems and procedures 

e Monitoring ‘Customer Churn’ 

e Tracking satisfaction level over time 

It will help you strengthen your relationship with your customers 


It will help you understand your customer expectations (quality, 
service and performance) more clearly, and take suitable steps to 
measure up to them. 
































MARCH Marketing Consultancy & Research, a research based 
consulting organization based in Hyderabad, has developed this model, 
keeping in mind these aspects. 





Features of BankMARCH-SQA® 
e [t assesses bank branch's customer service quality through 
set of statistical techniques and mathematical algorithms. 
e It analyses the gap between the service expected by the 
customers and actual service delivery effected by the bank 
branch. 


| Deliverables 


e  Need-Gap analysis (‘Expected Service’ Vs. ‘Actual Delivery of 
Service’) 
Customer satisfaction Index & Service Quality Index 
Customer Profile details 
МАКСН 5 Recommendations. 








Рог more information, please contact: 


Manager 

Service Quality & Satisfaction Measurement Division 

MARCH Marketing Consultancy & Research 

6" Floor, Astral Heights, Road No.1, Banjara Hills, Hyderabad - 500 034 
Marketing Consultancy & Research Phone: 040-23430481/82/83, Fax: 040-23430480, 

e-mail: bankmarchsqa @ marchresearch.com, web:www.marchresearch.com 
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from international markets. Moreover, even though the pros- 
pects of the Indian market are very bright over the long term, 
sophisticated investors want to diversify geographically. At the 
same time, the Indian investor would feel safe making their 
overseas investments via the domestic fund house they know. 
This is why the domestic fund houses are looking to provide 
international investment opportunities to 
their clients. 


What could be its impact on investors? 
K Venkitesh: Positive impact on investors as 
they can look at a larger universe and more so- 
phisticated instruments to invest, of course, with 
а cap of maximum amount specified by the RBI. 

Suresh S: There will not be any significant 
impact on investors in the short run. The In- 
dian stock market is not expected to collapse 
barring unforeseen happenings of significant 
magnitude. Corporate performances are gen- 
erally commensurate with expectations and 
the economic growth is being driven by strong 
fundamentals. However, as international 
funds become more popular, as there are more 
success stories of companies listed abroad, investor interest will 
pick up. Most investors seeking protection during downsides will 
switch a part of their portfolios to international funds. 

On the flip side, these funds will not have sparkle to the 
extent that 6596 of investments must be in domestic equity to 
qualify for tax benefit, which makes the remaining 35% not 





Vikrant Gugnani 
President 
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attractive as a worthwhile diversification. Also, funds are ex- 
empt from dividends earned in Indian companies but they 
would have to pay tax on foreign dividends which would re- 
duce the returns. 

Franklin, for example, has not given superior performance in 
its international fund, Templeton India Equity Income Fund, 
which has returned 38.6% in one year as com- 
pared to, say, Franklin India Bluechip Fund 
which has returned 47.596 or Franklin India 
Prima Fund 47.4%. 

Vikrant Gugnani: As long as the inter- 
ests of investors are taken into account, the 
impact should be positive (for the reasons 
given above). 


How do you assess the risk-return trade-off from this 
trend? 

K Venkitesh: Risk ofthe market in which one 
is going to invest will continue to be there, but 
overall, from an investor's stand point, this is a 
good diversification strategy. 

Vikrant Gugnani: This trend helps In- 
dian investors to achieve greater diversifi- 
cation in their portfolio as long as the tie-ups optimally 
combine the domestic mutual fund's expertise in under- 
standing its clients investment objectives and the interna- 
tional advisor's expertise in the specific international area 
of investment. The risk-return trade-off then is similar to 
that of other global diversification strategies. = 


Singapore. Interestingly, the latter is a 
replica of the portfolio of the DWS Glo- 
bal Thematic Fund in the US, which 
identifies themes that are driven by 
long-term secular changes. The fund 
looks at companies and countries which 
may not be a part of the MSCI World 
Index. “Тће fund takes advantage of in- 
vesting opportunities that are being 
created by the new industrial revolu- 
tion, which sees companies all over the 
world compete for customers and capi- 
tal," said Bill Barbour, Investment Spe- 
cialist for the Asia-Pacific Fund. "The 
objective is to develop an all-season 
portfolio aiming to mitigate the peaks 
and troughs of the global economy. The 
fund will provide investors opportuni- 
ties to tap different markets which can 
mitigate the downturn risks in indi- 
vidual markets," said Vijay Mantri, 
Head, DeAM India. Among others to en- 
ter the fray are HSBC, DBS 
Cholamandalam and Sundaram BNP. 
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Caveat investor 

While the opportunity to invest overseas 
through a trusted local mutual fund, 
which may invest in Microsoft or 
Google's stock, indeed sounds exciting 
and an intelligent investment choice, in- 
vestors need to be ready to face certain 
risks as well that come with such invest- 
ments. Of all the risks investors face in 
such schemes, currency risk probably 
tops the list. Simply put, for instance, 
volatility in currency movements can 
play an important role in influencing in- 
vestors' total rupee returns. If rupee de- 
preciates against dollar, then invest- 
ment made in the US would get an addi- 
tional profit. However, in the last few 
months, rupee has appreciated against 
dollar, although it is falling in relation 
to most other currencies. 

An example of a mutual fund whose 
return has been affected by currency 
volatility is the Templeton's Franklin 
India International Fund. The fund 


raises money from the domestic inves- 
tors and invests it in Franklin US Gov- 
ernment Fund, which in turn invests 
this money in government debt securi- 
ties in the US. Over the last one-year 
period, return from the US Government 
Fund has matched those generated by 
local debt funds. But as the rupee value 
continued to move northwards vis-à-vis 
dollar, the positive returns of that fund 
has been nullified. Things can be more 
complicated if multiple currencies are 
involved. 

Further, events like global imbal- 
ances and volatility in financial mar- 
kets overseas too could have a signifi- 
cant impact on the returns of an over- 
seas fund. Hence, common investors 
should ensure that they understand the 
potential risk-reward scenario well be- 
fore making an investment decision. m 





— Amit Singh Sisodiya and Sanjoy De 
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Fed's Rate Cut 


A Stitch in Time 


The US Fed rate cut is seen as a timely effort by many to steer the US economy clear of the mess 
created by the subprime crisis. While the jury is still not out on the recent Fed move, it remains to be 
seen how effective it would be amidst concerns of a rise in inflation and capital outflows. The billion 
dollar question is—Can this move prevent the world's largest economy from going into recession? 












Fed's Rate Cut 


А 


We took that action (rate си to try to 
get out ahead of the situation and try to 
forestall potential effects of tighter credit 
conditions on the broader economy. 
There's quite a bit of uncertainty, so we're 
going to have to continue to monitor how 
the financial markets evolve...and try to 
keep reassessing our outlook and adjust- 
ing policy. 

- Ben Bernanke, 
Chairman, Federal Reserve 


midst the subprime crisis, 
stoked by tumbling house 
prices and signs of an economic 
slowdown, the US Federal Reserve an- 
nounced, on September 18, 2007, an ag- 
gressive rate cut for the first time in the 
last four years. The US central bank, 
citing the growing risk to continued eco- 
nomic growth, lowered the benchmark 
Fed funds rate (what banks charge each 
other for overnight loans) by half a per- 
cent to 4.75%, the biggest cut since No- 
vember 2002. It also made a half-point 
cut in the discount rate, which is what it 
charges banks for loans. And Bernanke 
signals that more cuts could be around 
the corner. The rate cut is aimed at pre- 
venting the recession blues endorsed by 
the recent meltdown in housing prices 
and a credit crunch, as the Fed believes 
that lower rates would induce people 
and businesses to spend more, which in 
turn would help spur economic activity. 
The announcement took the market 
analysts and economists alike by sur- 
prise, setting the stock indices on fire. 
The US housing market is suffering 
from its worst slump in 16 years with a 
sharp fall in home building, surging in- 
ventories, falling prices and rising fore- 
closures that threatened to snowball 
into a major crisis and hurt other seg- 
ments of the economy. Though the Fed's 
action does provide a bit of relief for 
now, how far this will help in putting the 
economy back on the track remains to 
be seen. Critics say that the Fed is too 
liberal with money and credit and this 
move may feed inflation, and that by 
cutting the rate, Fed has shifted its em- 
phasis from fighting inflation to pre- 
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venting panic. Fed can do little at this 
point to address many of the factors 
threatening continued economic growth, 
they say. The  London-based 
Financial Times commented, “In the 
worst case, the Fed would lose some 
control of monetary policy, with long- 
term rates responding to foreign selling 
no matter what the Fed did at the short 
end, and the economy plunging into re- 
cession." 

Some experts however feel that the 
Fed move will have a significant impact 
on the global economy. According to the 
International Monetary Fund's review 
of the world economy, “In a world of 
large current account imbalances, 
changes in relative interest rates...that 
might once have had only a muted im- 
pact internationally could lead to sharp 
changes in capital flows or exchange 
rates." Given that, there are growing 
fears that the US rate cut might pre- 
cipitate a sharp change in both capital 
flows and exchange rates. For instance, 
historically, a 196 cut in the US interest 
rates relative to the rest of the world 
would lead to a reduction of 10% of bond 
flows into the US. 

David Marek, Chief Economist, 
Patria Finance, the Czech Republic 
opines, “The risk of moral hazard can be 
ruled out if Fed goes on easing monetary 
conditions. The rate cut in September 
was necessary to calm down markets." 
However, Bernanke's move sent the dol- 
lar to new 30-year lows which resulted in 
an increase in the price of gold and 
pushed oil prices above $80 per barrel. 
The rate cut also increased long-term in- 
terest rates as well as lending rates on 
new mortgages. Further, as experts say, 
the rate cut will have a ripple effect on 
interest rates on long-term bonds and 
30-year-fixed rate mortgages. 
Expectedly, bond investors fear that in- 
flation pressure is round the corner due 
to aggressive rate cuts. Marek adds, 
“The rate cut was only a measure aimed 
at stabilization of financial markets and 
possibly to cushion a slowdown in GDP 
growth.” He advises, “The real solution 
lies in reprising risks; however, this can- 
not be solved by the central bank. It is the 
task for market participants.” 


Blame it on subprime 

In hindsight, apparently, the seeds of 
the crisis were sown in the heydays of 
former Fed chairman, Alan 
Greenspan, who planned to pump bil- 
lions of dollars into the economy via 
lower interest rates. Many subprime 
mortgages were offered at below the 
market rate of interest to people with 
unreliable credit histories. The combi- 
nation of the subprime fiasco and the 
housing market crash led to a near sei- 
zure of the credit markets, hitting 
banks and mortgage market players 
from investment banks to hedge funds, 
many of which have even gone bankrupt. 
For instance, Bear Stearns, one of the 
top US investment banks, had to liqui- 
date two of its hedge funds which col- 
lapsed in June this year and oust its co- 
president. “The crunch, which is still 
working its way out of the world’s fi- 
nancial system, raised big questions 
about the viability of some hedge fund 
strategies in the absence of easy 
money, which had encouraged fund 
managers to take on increasing levels 
of leverage and risk,” commented the 
International Herald Tribune. Accord- 
ing to the daily, during August, the 
Hedge Fund Research Index, which 
uses 75 component funds weighted to 
represent 7,600 single-management 
hedge fund strategies, was down 2.5% 
after sinking as much as 4.5% at mid- 
month. 

The subprime threatened to have a 
spill-over effect as experts felt that if 
the housing slump continued, it would 
hold the economy back and probably 
lead to more job cuts in industries such 
as construction, manufacturing and 
other related sector. Further, there was 
a fear of a contagion effect too. As the 
US accounts for over 30% of the global 
consumption, experts felt that any de- 
cline in demand from the US economy 
might create global recession. 

The first shadow of recession was 
clearly visible, when the economy lost 
4,000 jobs in August, the first outright 
decline in four years. With a softening 
job market, there were expectations of 
an increase in the unemployment rate 
to 5% from 4.6% by the end of 2007. 
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INTERVIEW 


The cuts will not have a big impact on the Indian economy, because it has enjoyed a 
largely domestic-led growth. 


Amidst subprime crisis, fars of economic reces- 
sion and inflation concerns, how do you view the 
Fed rate cut? Is it a sign of panic or prudence? 
Since the balance of risks has shifted from 
inflation to recession, the Fed was justi- 
fied in making this move. It does not reflect 
panic but the flexibility of the Fed, in the 


light of the change in outlook. 


Do you think the present rate cut is a magical 
elixir that will solve the subprime problems? 
The 50 basis point cut in the federal funds 


Nariman Behravesh 
Chief Economist, 
Global Insight, 
London 


particular, and the global economy in general? How 
does this link to the ongoing boom in Asia? 

The cuts will not have a big impact on the 
Indian economy, because it has enjoyed a 
largely domestic-led growth. A slower US 
economy and lower interest rates will slow 
export growth and push up Asian curren- 
cies, thus taking some of the steam out of 


the Asian boom. 


What are the downsides of a rate cut? Economists 
argue that a rate cut encourages inflation and 
more risky borrowing against this; what are your observations? 


rate alone will not have a big impact. However, the Fed 
has cut the discount rate even more since early August 
and will likely cut the federal funds rate by another 50 
basis points by year end. The combined effects of these 
changes will he!p the economy avoid recession. 


What impacts had the rate cut on the equity market and bond 
markets so far? How will this affect the dollar? 

The equity markets have reacted positively to the rate 
cut. but bonds and the dollar have taken a hit because 
of concerns about inflation. 

How do you assess the implications of rate cut on the Indian economy in 


The potential downsides are inflation and moral hazard. Infla- 
tion is actually drifting down in the US, so the Fed is not that 
concerned any more. Moral hazard is something to worry 
about. However, in the end, the Fed has decided it is a risk 
worth taking to prevent the economy from going into recession. 


Do you feel that the European Central Bank has to take the same step 
of interest rate cut to calm the credit crisis that has engulfed global 
markets? 

The ECB will be on hold for the next year, but could be forcec 
to cut if European growth weakens more. Global Insight ex 
pects eurozone growth to be only 2% next year. 


These trends suggested that 
recessionary conditions might be lurk- 
ing, which finally spurred the Fed to 
take concrete action to stimulate eco- 
nomic growth. Ken Mayland, President, 
ClearView Economics, says, “The 
economy is still in slowdown mode and 
not fully back to health. But it is not in 
the intensive care unit." 


Stoking inflation? 

Though low interest rates stimulate the 
economy, the signs of inflation are im- 
mediately apparent when the prices of 
gold and oil scaled new highs and exac- 
erbated dollar's fall This has renewed 
the fears of increased risk of a “serious 
decline of the dollar”, where the $2 bn a 
day capital inflow, which the US needs 


23 | November 2007 | 


to finance its balance of payments defi- 
cit, will start to dry up. Though the reck- 
less investors fled risky assets, the rate 
cut makes those assets attractive 
again, encouraging them to speculate 
even more. 

The lower rates would cause US 
funds to look for higher returns in other 
markets, thus reducing the demand for 
greenback. A weak dollar will increase 
the cost of imports, especially oil, and 
this would impact the economy ad- 
versely. According to industry esti- 
mates, with 5% of the world's popula- 
tion, the US consumes 25% of the global 
oil production. No nation is so depen- 
dent on oil like the US. This will worsen 
the inflationary pressures in the coun- 
try. Economists opine that the infla- 


tionary fears may fast turn into defla- 
tion and the economy may head towards 
a recession. 


Global implications 

The US subprime market accounts for 
about 20% of the total US mortgage mar- 
ket. The effect of the mortgage turmoil is 
not limited to the US but has a spillover 
effect on many other nations. For in- 
stance, China and Japan held more thar 
$250 bn and $200 bn of Mortgage 
Backed Securities (MBS), respectively 
and UK held $44 bn in corporate MBS 
But the worst affected nation is the UK 
compared to China and Japan. It is be 
cause China and Japan have very lov 
exposure to corporate MBS wher 
subprime mortgage sits. On the contrary 
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UK has much of its expesure to the US 
mortgages, making it most susceptible 
to risk after the shocks. But in addition 
to the US, losses have been reported in 
France, Germany, China, Australia, Ja- 
pan and the UK. Worst, as many experts 
say. the problems experienced so far are 
just the tip of the iceberg. 

Mervyn King. Governor, Bank of 
England, was under pressure from jit- 
{егу investors for failing to secure the 
depos:ts at Northern Rock PLC. The 
Fed's move came a cay after the British 
government announced that it would 
guarantee all deposits at the Northern 
Rock. The crisis started in Britain when 
asset prices narrowed down due to an 
increase in defaults of subprime mort- 
gages in the US. Investors started with- 
drawing their funds and creditors re- 
quired more collateral to back their 
loans, leading to a crecit crunch. 

Meanwhile, the rate cut in the US 
left the dollar falling nard against the 
euro. The euros r:se against the US dol- 
lar is hurting the competitiveness of Eu- 
ropean companies. Though the European 
Central Bank (ECB) sept its key rate 
unchanged at 4%. there is a widespread 
concern that the ECB has to resort to the 
same measure of rate cut in response to 
the turmoil in the financial markets. 

Regarding the factors to be consid- 
ered in deciding the interest rates, 
Lucas Papademos, Vice-President, 
European Central Bank opined, “It’s 
the total effect on the various markets 
of the economy that will enter our de- 
liberations, not the specific effect re- 
lated to it (the US Fed rate cut).” He 
further аддес, “One thing to say is that 
what matters, and one should look at it 
a little bit more, is the effective ex- 
change rate, the weighted average of 
all the exchange rates vis-a-vis our 
trading partners. The effective ex- 
change rate has ‘not moved as much’ as 
the one between the euro and the dollar 
and that the movements have been 
more moderate.” 


A tightrope walk? 

Following the Fed rate cut, outflows 
from the US will find a perch in emerg- 
ing markets like India. Already, the 
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rupee climbed to a nine-year high of 
39.77 against the dollar. And unless 
the RBI effectively intervenes, the 
strong rupee will hurt exporters, while 
imports and foreign travel will be 
more profitable. However, the rate cut 
in India will curb the inflow of dollars, 
which will check the upward pressure 
on the rupee. Clarifying whether there 
would be any effect of the rate cut on 
Indian markets, RBI Governor, YV 
Reddy said, “As India was less depen- 
dent on the US economy compared to 
other emerging economies and as it 
ran only a marginal current account 
deficit, it would not suffer greatly from 
a slowdown in the world’s largest 
economy. So overall, therefore, I will 
say yes, there will be some impact, but 
the impact is likely to be less than 
most other emerging market econo- 
mies.” 

The US economy accounts for 
27.5% of the global economy and 
14.4% of the total world trade. Despite 
this, the demand from the US is an 
important factor for exports of goods 
and services for Asian countries in- 
cluding India. However, there’s much 
chatter about Asia decoupling from 
the US, yet it still remains to be seen 
whether Asia and other emerging 
markets will be able to decouple from 
the US. Whilst India is less vulner- 
able to external shocks than others in 
Asia, the challenges remain. The 
emerging markets will re-emerge as 
the investment destinations, and a 
shift of funds from dollar to non-dollar 
assets is expected. 

Analysts opine that export-oriented 
Asian countries may be sufficiently 
strong in their policies and domestic 
growth momentum to withstand the eco- 
nomic shocks, even if they are not fully 
decoupled from the US economy. In fact, 
emerging economies with strong market 
fundamentals would be in a position to 
benefit from some of the capital outflows 
from the US seeking higher returns. 
However, the IMF in its recent report 
warned that the chances of a tightening 
of credit conditions could not be dis- 
missed. Rodrigo de Rato, the IMF Man- 
aging Director, suggested, “World growth 
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should remain firm, but the longer the 
credit crisis continued, the worse the im- 
pact would be.” The report said bouts of 
turbulence were likely to recur and a few 
more months were needed to assess the 
full impact on banks, companies and 
governments. 


Will it deliver? 

One of the likely spin-offs from the 
Fed action is that the US economy 
should recover by a revival in con- 
sumption. However, economists are 
questioning its wisdom and are skep- 
tical that the rate cut has been some- 
what pre-emptive and has gone too far. 
They argue that aggressive cut would 
backfire more into raising inflation than 
steering the economy clear of a major re- 
cession, and that after the initial eupho- 
ria is over, the Fed has to fight inflation 
so that the dollar will remain strong rela- 
tive to other currencies. “It’s pretty hard 
to draw strong lines between the credit 
crunch on Wall Street and the economy, 
except in real estate,” said David Kelly, 
Economic Adviser for Putnam Invest- 
ments. 

While there is an overall euphoria 
over the recent Fed cut, how much relief 
it will bring to transform the housing 
market into sunshine remains to be 
seen. Critics say that the Fed isn’t all- 
knowing or all-powerful as it operates 
with limited tools in financial markets 
that are increasingly complex and glo- 
balized. However, its actions compete 
with many others in influencing a 
nearly $14 tn economy, and Bernanke’s 
judgments matter to the global 


economy too. m 
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Ш CORPORATE STRATEGY 


'Big Mac' Returns 


Healthy and Better 


Snapping a lean patch of horrible performances that began in 2003, 
McDonald's, the world's largest fast food restaurant Chain, continues to 
consalidate its revival, thanks to a revved up menu and its new campaign, 
‘Plan to Win’, aimed at rejigging the focus of being better, and not just bigger. 





thing McDonald’s—the world’s 

largest chain of fast food restau- 
rants selling hamburgers, chicken, and 
French fries—seemed good at was mak- 
ing people fat (read: umhealthy). And this 
appeared to have a rub-off effect on its 
own financial health as well. In 2003, the 
company’s shares crashed to a historic 
low (by March 2003, the firm's shares 
were trading at their lowest level in eight 
years) as losses accumulated amidst bad 
management and rise of rival fast casual 
restaurants. The company reported a 
loss in the fourth quarter of 2002, its first 
ever quarterly loss in the last 47 years. 
Its CEO was ousted by the board at the 
end of 2002. Consumer activists and nu- 
tritionists criticized McDonald's for ex- 
p.citing workers, treating animals cru- 
elly, polluting the environment and sim- 
ply for being American. “We are clearly 
living through the death of the mass mar- 
ket,” BusinessWeek quoted a top company 
official as saying then. “The restaurant 
chain aims to save itself by going back to 
basics. But the company needs more 
than a tastier burger to solve its prob- 
lems," the BW remarked in its March 
2003 issue. 

After more than four years, the Oak 
Brook, Illinois-based company, with 
more than 30,000 !ocal restaurants 
serving 52 million people in more than 
100 countries each day, could finally 
turnaround its sagging sales and also 
its fortune. Its business is booming 
again like never before with new 


I: was not long ago that the only 
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menus, better marketing, and skillful 
management. The Oak Brook, Illinois- 
based restaurant chain, is a symbol of 
America-led globalization and is one of 
the world's most well-known and valu- 
able brands. However, after years of 
losses, the fast-food chain is surging for- 
ward with a combination of improved 
menu variety, better marketing and 
management measures. While 
McDonald's rebound has taken many an 
expert by surprise, a section of experts 
feel that the recipe for success is a menu 
that consumers like and nothing else. 
According to Lakshman Krishnamurthi, 
Professor of Marketing at the Kellogg 
School of Management at Northwestern 
University, “Consumers’ attention span 
is pretty short. As long as you have a 
good product that people like, people are 
going to go and eat it." The company's 
latest sales figures vindicate that its 
"Plan to Win" plan is indeed on track. 
McDonald's reported that its global com- 
parable sales (which represents sales at 
all McDonald's restaurants in operation 
at least 13 months including those tem- 
porarily closed, excluding the impact of 
currency translation) rose 8.196 in Au- 
gust, while system-wide sales (which in- 
cludes sales at all McDonald's restau- 
rants, including those operated by the 
company, franchisees and affiliates) 
worldwide increased 12.3% for the 
month. Amongst regions, its US compa- 
rable sales grew by 7.4% during the 
same month on the strength of its break- 
fast business, beverages and new food of- 


ferings, whereas sustained positive 
sales growth in France, the UK and Ger- 
many drove Europe's comparable sales 
up by 6.1% for the month. Special sum- 
mertime menu offerings, along with rel- 
evant marketing, resonated with cus- 
tomers, the company said. In Asia-Pa- 
cific, Middle East, and Africa too it 
notched up a healthy growth of 12.4% in 
terms of comparable sales led by robust 
sales in Japan, Australia and China. 
The company attributed this to a combi- 
nation of factors that included locally ге]- 
evant menu promotions, extended hours, 
and breakfast. Jim Skinner, CEO, 
McDonald's, said, *Our worldwide sales 
momentum continues, thanks to our cus- 
tomer-focused emphasis on menu vari- 
ety and value, convenient service, inno- 
vative marketing and contemporary res- 
taurants. It is clear that customers are 
looking for a simple, easy and enjoyable 
restaurant experience, and we are 
pleased that more and more customers 
are finding that experience at 
McDonald's." 


The right combo 

McDonald's, which primarily franchises 
and operates McDonald's restaurants 
in the food service industry, reached a 
low point in 2001, when customer-satis- 
faction surveys showed McDonald's 
was falling well behind its direct rivals, 
Wendy's and Burger King. Margins 
were shrinking and customers were 
switching to healthier offerings, such as 
Subway's freshly filled sandwiches. 
McDonald's spent lots of money opening 
more stores, but complaints about dirty 
restaurants and indifferent staff were 
growing. McDonald's ended 2002 with 
its first quarterly loss since 1954 and 
the firm's philosophy of QSC&V— 
Quality, Service, Cleanliness and 
Value—just was not working any more. 
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‘Big Mac’ Returns 





INTERVIEW 


There is far too much food available in Western countries—3,900 calories per per- 
son per day in the US—about twice the average needed. 


Just a couple of years ago McDonald's fast-food 
empire was not so healthy, but after more than four 
years of a lean phase Big Mac has made a resound- 
ing come back. What are the factors that you at- 
tribute to McDonald's successful makeover? 

It is a very smart company that stays on top 
of trends and is willing to respond to custom- 
ers’ interests. I was amused to see Mahara- 
jah Mac, Wrap Paneer Salsa, and Shahi 
McCurry Pan on the menus in Delhi, al- 
though why anyone would eat them when 
dosas are available is beyond me. 


Though McDonald's has shown rapidity in the fast- 
food industry, how sustainable is the comeback in 
the long-run? 





Marion Nestle 
Professor of Nutrition and Food 
Studies, New York University 


Nutrition is an important issue in the sense 
that if McDonald's pays attention to health 
issues, it will keep regulators and lawyers 
away. McDonald's core market in the US is 
still for hamburgers, fries, and sodas, and 
thats where the profits are and will con- 
tinue to be. 


What challenges do you foresee for McDonald's in 
the near-term? 

Market saturation. There is far too much 
food available in Western countries—3,900 
calories per person per day in the US, for 
example—about twice the average needed. 
In contrast, the figure for India is 2,500 calo- 
ries per person per day, so there is plenty of 


The US is a saturated market, which is why American compa- 


room for growth. 


nies are so interested in tapping into India's 350 million- 


strong rising middle-class. 


By adding healthier foods with some junk foods has McDonald's really 
recognized that nutrition is a very important issue? 


Remarkably, McDonald's business 
is flourishing again, and it has turned 
itself into the world's biggest seller of 
salads with all of its new lettuce, free- 
range eggs, bottled water and yoghurt 
parfaits. John Dickinson, an Analyst at 
Brewin Dolphin said, “Аз a franchise 
operation McDonald's has been trading 
very well. People like to eat out, but 
there's definitely more of a trend to- 
wards healthy eating, so they're going to 
have to keep changing the menus." How- 
ever, some of its favorite foods continue 
to be world famous—French fries, Big 
Mac, Quarter Pounder, Chicken 
McNuggets and Egg McMuffin; and 
more recently it also started offering 
salads, fruit, snack wrap, and carrot 
sticks. Among the products responsible 
for improving sales are a new line of 
specialty coffee drinks that puts the 
restaurant chain in direct competition 
with Starbucks and Dunkin Donuts. 
Coffee sales in the US have risen 19% 
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Any other comment? 


I was astounded by the introduction of junk food into remote 


through August since McDonald's intro- 
duced its premium drip coffee last year. 
McDonald's spokesperson Heidi Barker 
says that coffee represents about 3% of 
the company's total US sales. 


Revved up recipe! 

Around 52 years ago, in 1955, Ray Kroc 
founded McDonald's and since then it 
has become the leading global food ser- 
vice retailer. The company also oper- 
ates other restaurant brands, such as 
Piles Café and Boston Market. Experts 
say that the company has built its suc- 
cess less on the taste of its food than on 
the rock-solid standards and unfail- 
ingly good service. However, the chink in 
its business model started appearing in 
the late 1990s as its sales slumped. 
Customers in Europe and the US were 
tired of burgers and moved to other food 
alternatives, especially Tex-Mex style 
(Texas & Mexican cuisine) food in the 
US. The company faced a lot of criticism 


rural villages. Pm not at all convinced that McDonald's moving 
into India is a good idea for anything except corporate profits. 


from the customers and critics alike 
over health grounds, environmental 
damage caused by its foods, and its 
fiercely anti-union labor practices. 
However, through effective brand-build- 
ing, McDonald's turned around its 
drooping image and declining sales. The 


On Fire! 


McDonald's Stock Price 


Sources: Bloomberg 
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company set out to appeal to parents by 
adding healthy menu options and 
changing its décor. The key changes ini- 
tiated around 1998, when the 
company's reform program began, were: 
first, restaurants stayed open longer 
and second, they diversified the menu 
and gave prominence to breakfast 
items. However, Ann Northrop, a Res- 
taurart Industry Analyst at Zacks In- 
vestment research said, "The growing 
strain that higher fuel and food prices 
are putting on consumer's budgets could 
also be working to McDonald's advan- 
tage 25 people migrate to quick-service 
venues from higher-cost casual dining 
restaurants." 

Nevertheless to get a bigger share 
oftne Asian market the McDonald's is 
building restaurants in China and 
selling curry dishes in India. The 
world's biggest restaurant operator is 
also forging an zlliance with China's 
biggest operator of gas station, 
Sinopec (China petroleum and chemi- 
cal corp.), to combine fast-food outlets 
with gas stations which will give 
MeDonald's a number of locations of 
choice to expanc in China, one of the 
fastest growing markets in the world. 
As a part ofthe tie-up in mid-January, 
the fast-food giant opened its first 
drive-through restaurant in China. 
Today, it has about 785 outlets in and 
plans to open 1.000 more restaurants 
selling fast-food in China by 2008 
Beijing Olympies. In India, which is a 
more challenging market due to local 


Fast Food! 
McDonald's Seles* 


* Company-operatad sales 
Source: McDonald's 
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McDonald’s really ought to shrink their por- 
tion sizes in a true effort to help fight the obe- 
sity crisis. But one of the challenges is that 
other fast food establishments, such as Burger 
King and Wendy’s, offer huge portions. Instead 
of the message, “bigger is better,” somehow we 
have to convey that small portions are really 


best for our health. 


On the one hand, they have offered salads and 





apples showing that they recognize the impor- 


tance of nutrition. But at the same time, their 
serving sizes are still huge — much larger than 


Lisa R Young, PhD, RD 
New York University 


when they were first introduced in the 1950s. I 

recently co-authored a research paper on fast-food portions entitled *Portion 
Sizes and Obesity: Responses of Fast-Food Companies" with my NYU col- 
league Dr. Marion Nestle in the summer 2007 issue of the Journal of Public 
Health Policy. When McDonald's first opened, its soda was 7 ounces; today, 
the Child size is 12 ounces, the Small 16 ounces, and the Large 32 ounces. 
Today's largest portion of French fries weighs 6.0 oz and is 250% larger than 
the 2.4 oz size in 1955. Current fast food portion sizes are 2-5 times larger 
than they were in the 1950s. And big portions are a really big problem. In 
my research on portion size trends, I found that a perfect parallel exists 
between rising rates of obesity and increasing portion sizes. If McDonald's 
really wants to make a difference, they really ought to shrink their portion 
sizes in a true effort to help fight the obesity crisis. 


dietary preferences of non-meat 
dishes, the fast-food chain is cook- 
ing up new menu items to persuade 
consumers. Towards this, it has de- 
veloped some popular vegetarian 
dishes such as McCurry Pan and 
tailored its restaurant design to 
suit local lifestyle. The eating out 
market in India is about $128 bn a 
year compared to $132 bn in China 
and is growing faster than in China. 
However, last year, the European 
sales figures of the world's biggest 
restaurant chain showed the best 
annual result in nearly 15 years, in- 
creased by 5.8% and the customers 
increased by 3.4%; Europe reported 
36% of the group's profits and 28% 
of sales in 2006. 


Big Mac to offer more 

According to John Glass, Restaurant 
Analyst at CIBC World Markets, *No 
one else really comes close to dethron- 
ing McDonald's right now. It controls 
over 40% of the quick service burger 


market and no one else is poised to 
catch it.” McDonald's is planning its 
biggest ever rollout of fancy drinks by 
2009 and to sell lattes, cappuccinos 
and other specialty drinks in all of its 
14,000 US restaurants next year. The 
fast-food giant predicts that the new 
drinks will add more than $1 bn a year 
to sales. McDonald's estimates the 
US beverage market at $60 bn a year 
and foresees largest growth opportu- 
nities in beverage business. It has rec- 
ognized that its competition isn't just 
other fast food restaurants, but also 
coffee shops and convenience stores. 
According to analysts, *Despite its 
problems, McDonald's is far from 
dead. It has some good people on 
board and it has the ability to deliver 
consistency across its operations 
that's second to none." True, Big Mac 
has never been away from the 
limelight.s 


– Amit Singh Sisodiya and Neha Naithani 
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Clinical Trials 


Gaining Momentum 


With clinical research picking up momentum, India is facing a challenge to 
gear up to supply the desired numbers of skilled human resources, be it 
professionals to manage the trials or investigators or site staff to handle 


clinical trial patients. 


— Umakanta Sahoo 


Managing Director, Chiltern International Private Ltd., Mumbai 





global outsourcing hub for both 

clinical research and contract 
manufacturing. The Indian pharmaceu- 
ticel industry is receiving increasing 
global attention in the media due to 
its USFDA standard manufacturing 
facilities, low operational costs, large 
poo. of skilled, scientific and edu- 
cated talent, a vibrant industrial cli- 
mate, rich and varied biodiversity 
and an improving intellectual prop- 
erty environment. From simple cough 
anc cold pills to sophisticated antibi- 
otics and human insulin, from local 
registration trials to global multi- 
centric randomized USFDA submis- 
sions, everything is now possible in 
India. Furthermore, India offers a 
good opportunity for investment in 
basic research, clinical development 
and biotechnology because of the ad- 
ditional advantage of cost-effective 
R&D, a large population base for 
clinical trial participants and the 
availability of personnel with a high 
level of spoken anc written English. 
This is supported by an adequate 
level of regulatory protection in terms 
of intellectual property. This trend is 
quite encouraging in the interest of 
global research and development. 


Market scenario 


Clinical trial business in India in 
2002, according to a Confederation of 


[== has positioned herself as a 
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Indian Industry (CII) study, gener- 
ated $70 mn in revenues. It predicts 
that this would grow to $200 mn by 
2007 and anywhere between $500 mn 
and $1 bn by 2010. The global 
consultancy McKinsey & Co also esti- 
mates that by 2010 the business in 
India would grow to $1.5-2 bn. The en- 
tire world is thrilled about the grow- 
ing importance of India in this seg- 
ment of business. There are signals 
and reports which justify the empha- 
sis of pharmaceutical sponsors look- 
ing at India seriously for carrying out 
clinical trials in the country. Today, 
there are at least 30 Contract Re- 
search Organizations (CROs, global 
and local and 10 Indian pharmaceuti- 
cal companies), who are actively in- 
volved in running Good Clinical Prac- 
tices (GCP) trials in India. These 
companies include CROs and 
pharma companies such as Quintiles, 
Chiltern, Pharmanet, Kendle, 13, 
Siro, Parexel, ICON, Pharmanet, 
ClinInvent, PRA International, 
Pfizer, Novartis, GSK, Eli Lilly, Dr 
Reddy’s, Ranbaxy, Dabur, Johnson & 
Johnson, Wyeth, Astra Zeneca, 
Amgen and Novo Nordisk. 


Current trends 

Industry reports and listings state 
that several studies in diverse thera- 
peutic areas are being conducted in In- 
dia. Most of these trials are for global 


sponsors in Phase II-IV, barring a few 
local registration studies. And one of 
the clinical trials registries, 
www.clinicaltrial.gov, registers 500 
studies being conducted in Indian 
sites in several therapeutic areas, 
such as Infection, Oncology, Psychia- 
try, Endocrinology, Gastroenterology, 
Ophthalmology, Erectile Dysfunction, 
Gynaecology, Haematology and Ortho- 
paedic areas. However, most of these 
are global players and hence, all of 
them have essentially carried out high 
quality GCP studies. 

The reasons for the rise in clinical 
trial in India can mainly be attrib- 
uted to the following few important 
factors. The major attraction for un- 
dertaking clinical trials in India are: 
vast pool of treatment naive patients 
and fast recruitment of participant 
subjects, cost advantage of doing re- 
search, English-speaking investiga- 
tors and study management staff, 
and more importantly, the positive 
and research-friendly regulatory en- 
vironment. 


Vast pool of treatment naive 

patients and fast recruitment 

India is a vast country with more 
than one billion population. With the 
sheer huge population base and un- 
availability of adequate health in- 
surance for the common man, India 
has a vast pool of treatment naive 
patients in any therapeutic area. 
Based on prevalence/incidence rates, 
there are estimated to be 2 million to 
2.5 million cancer patients, more 
than 35 million cardiac patients, 30 
million to 35 million diabetic pa- 
tients, and 3.8 million to 4.5 million 
HIV/AIDS patients. There are also 
huge numbers of patients in all other 
therapeutic areas. Past experience of 
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Clinical Trials 





many global, multicenter Phase II 
and Phase III studies suggests that 
most trials in India have the poten- 
tial to recruit four to five times more 
patients, at a faster rate, than any 
center in Europe or the US. Even 
some of the difficult diseases in the 
oncology area could recruit 200 pa- 
tients in a two-year recruitment 
frame or faster, and from fewer than 
10 centers. This recruitment is pos- 
sible through referral networks and 
without any outreach campaigns and 
advertisements. 


Cost-effectiveness 

There are several estimates of cost 
advantage—ranging from 40-60%— 
for doing trials in India compared 
with western countries. Although 
cost is one of the important deciding 
factors, just as important is the 
quality of services. The major indi- 
rect cost advantage is patient re- 
cruitment, which is four to five times 
faster than the rate of recruitment in 
the US and Europe in any therapeu- 
tic area. The cost of treatment, in- 
cluding the tests and procedures, 
may be 40-50% less than the com- 
parative cost in the US and Europe. 
The cost of skilled labor in India is 
very low in comparison. А clinical- 
trial monitor typically earns about 
only 10-15% of what his US/Euro- 
pean counterpart earns; and with a 
few years of experience, the same 
person may earn up to 40% of what 
his US/European counterpart earns. 
But still the difference is substan- 
tial. While it is certain that there 
will be savings in per-patients-cost 
because of fast recruitment and the 
low-cost of tests and procedures, the 
cost savings may vary. For example, 
if the sponsor wishes to use the ser- 
vices of a global service provider, 
such as World Courier, the cost of the 
service in India may be low, but may 
be 20-30% less in comparison to 
Western countries. Similarly, CRO 
fees are dependent on many factors, 
including the cost of the skilled em- 
ployees and the other overhead 
needed to create and maintain a glo- 
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bal standard infrastructure, such as 
broadband connectivity, access con- 
trol, adequate working space, ambi- 
ent working environment for moni- 
tors, and so on. And there are impor- 
tant variants such as increased air 
travel cost and more travel time as 
most of the sites are geographically 
spread out in diverse locations. 
Overall, however, cost savings can be 
generated. 


Regulatory environment 

Globally, the pharmaceutical and 
medical device industries are highly 
regulated by the government bodies, 
commonly known as regulatory au- 
thorities. India has amended the 
Drugs and Cosmetics Act (New 
Schedule Y) to be compliant with the 
global ICH requirements. Today, we 
have our own Indian GCP guidelines, 
product patent act, bioequivalence 
and bio-analytical guidelines, and 
medical devices guidelines. These 
guidelines are very robust and re- 
search-friendly. The regulator is very 
much vigilant on the need of the in- 
dustry and plays a key role in ensur- 
ing the quality standards of clinical 
research in India. All these factors 
definitely attract pharma majors to 
come to India for quality research. 


Talent pool 

India has 14,000 general hospitals, of 
which around 400 have served as 
sites for clinical trials in the recent 
years. Most studies are done in medi- 
cal colleges and hospitals. Studies 
are also carried out in private hospi- 
tals (such as Apollo, Sterling and 
Manipal hospitals) and clinics. Most 
of these hospitals have state-of-the- 
art infrastructures and instruments 
to perform the rigorous tests and pro- 
cedures in a clinical trial. 

There are 600,000 English-speak- 
ing physicians practicing in these 
hospitals and clinics. The Medical 
Council of India (MCI) awards post- 
graduate degree per year in cardiol- 
ogy (75), neurology (62) and oncology 
(21). Hence, in super-specialty areas, 
currently, there are around 2,500 car- 


The Indian Resource Pool 


Professionals Number 
Physicians 600,000 

Nurses T37,000 
Pharmacists 400,000 

Medical Graduates 17,000 plus per year 
Pharmacy Graduates 20,000 plus per year 
Biosciences Graduates 3,000,000 plus 
Biosciences Postgraduates 700,000 plus 

PhDs in Science Stream 1,500 plus 


Sources: Medical Council of India, CIA World Fact Book 


diologists, 2,000 psychiatrists, 500 
neurologists, 500 oncologists and 400 
diabetologists. These physicians and 
super specialists have increased 
awareness about the international 
clinical trials and are inclined and 
motivated to be part of the interna- 
tional studies. The standard of treat- 
ment and healthcare practices in In- 
dia are lauded by global medical fra- 
ternity considering the capabilities, 
knowledge level and western educa- 
tion of these investigators supported 
by their ability to speak good English 
and publish good research papers. 
Besides, there are a few central labo- 
ratories in India, which have national 
and international accreditation. 


Future outlook 

With growing clinical research mo- 
mentum, India is facing a challenge 
to gear up to supply the desired num- 
bers of skilled human resources, be it 
professionals to manage the trials or 
investigators or site staff to handle 
clinical trial patients. Competitions 
among service providers for cost and 
quality have really put them on their 
toes. Many Indian entrepreneurs are 
investing huge capital to establish 
themselves as Indian CROs, contrib- 
uting to global research. Global 
CROs and pharma companies are 
spreading their wings to take advan- 
tage of the Indian growth story to at- 
tain critical mass. Hence, it is abso- 
lutely an interesting time with a lot 
of challenges for the industry profes- 
sionals to learn, comply, perform and 
establish or else perish. = 
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On the Road to Revival 





ways. 





After years of turmoil, Fiat, Italy's top carmaker, is back to its profit-making 





n July 4, 2007, all roads led to 
Turin, Italy, literally. A huge 
gathering of some 7,000 distin- 
guished guests from 63 countries that 
included ministers, celebrities, car 
cealers, analysts and, of course, jour- 
nalists, assembled at Fiat’s headquar- 
ters to mark the relaunch of Fiat 500, 
an iconic model that stole hearts and 
ruled the road during the 1950s and 
1960s, but went into a by-lane in the 
mid-1970s. The occasion also marked 
the golden jubilee for the compact car 
that first hit the road in July 1957. The 
revved up model is not just part of Fiat’s 
effort at reviving nostalgia, but is a 
strategic component of Fiat’s grand 
plan to sustain its nascent revival and, 
more importantly, secure its future. 
Italy’s number one carmaker, which 
ranks sixth, globally, was almost on the 
brink of a collapse just three years ago, 
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when it disclosed that declining market 
share and heavy losses coupled with 
mounting debts could push the group to 
bankruptcy. For the past three decades, 
Fiat has been the architect of its own 
misfortune, just like General Motors 
(GM) and Ford in the US and British 
Leyland in the UK. Analysts say that 
Fiat seems to be on the right road after 
many years and moving in the right di- 
rection and has done a great job bring- 
ing itself back on track. Apart from 
Fiat’s plan to cut costs through partner- 
ships with other automakers, it is still 
struggling strategically and is too small 
and still too focused on a few markets. 
Italian industrial giant said that it had 
switched sharply into profit after more 
than four years of losses, and that its 
troubled car making wing Fiat Auto 
was showing signs of recovery. Fiat re- 
ported a net profit in 2005 of €1.420 bn 


compared with a loss of €1.579 bn in 
2004. In the fourth quarter, Fiat Auto, 
the car division of the group, posted a 
net profit after 17 consecutive quarters 
of losses. The net profit totaled €21 mn 
compared with a loss of €156 mn in the 
same quarter of 2004, the company 
said. 


The rise and slide 
Founded in 1899 by a group of investors 
including Giovanni Agnelli, Fiat (stand- 
ing for Fabbrica Italiana Automobili 
Torino or Italian Motor Factory of 
Turin) emerged as Europe's biggest 
carmaker in 1967, with sales of $1.7 bn, 
and outstripped rival Volkswagen 
(VW) to emerge as the top automaker in 
Europe. For over half a century, it en- 
joyed monopoly over Italian roads as 
crazy fans chased such hot models like 
500, 127, Panda, Uno and Punto; by the 
early 1920s, it enjoyed a market share 
of 80% in Italy. It went on to acquire sev- 
eral popular brands starting with its 
1967 purchase of Autobianchi. Two 
years later, in 1969, it bought a control- 
ling stake in Ferrari and Lancia. In 
1986, it acquired Alfa Romeo from the 
Italian government and, in 1993, it ac- 
quired Maserati. A series of acquisi- 
tions ensured that it controlled over 
90% of local production in Italy; only 
Lamborghini is not in its fold. 
However, starting with the 1970s, 
Fiat's fortunes were reversing, hit by 
strikes and design failures. Problems in 
quality control and rising costs forced it 
to pull out from the US markets. Be- 
sides, further liberalization of free 
trade within EU had also begun to pinch 
the group as it was facing tough compe- 
tition from other European rivals such 
as Germany's VW, France's Peugeot 
and Renault, and America's Ford. In its 
local market in Italy, where 3 out of 4 
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Corporate Strategy 


INTERVIEW 


Fiat still lacks the presence, image and reputation to 


repeat the sustained success of BMW with the Mini. 


Ба: new 500 takes aim at the same market as BMW’s hot 
selling Mini? Will Fiat be able to emulate the success story of 


Miri that BMW revived in 2001? 


1 very much doubt it. The new 500 is interesting, 
locks good and replaces an iconic car. It comes with a 
long warranty option and high quality claims. But 
Fia: still lacks the presence, image and reputation to 
repeat the sustained success of BMW with the Mini. 


What will be the strategies of Fiat to withstand tough compe- 
tition in a fastest growing market like China? 

It is likely to focus on quality, image and design— 
areas where it is likely to be able to compete best 








Graeme Maxton 
Speaker & Advisor 
Global Automotive Industry 


against the Chinese. The Chinese cars may be 
cheap, but they are still mostly of a very poor standard. This will change, of 


course, but not for some time. 


Though Fiat's fortunes have shown an upswing in the car industry, how do you see the 
performance of Fiat and its sustainability in the long run? 

For me, the jury is still out. Fiat has done a great job turning itself around 
and seems to be on the right road. But it is still struggling strategically. It 
is too small and still too focused on a few markets. Its main cars are low- 
margin segment models where fortunes can change quickly and where com- 
petition from China and India will eventually become stronger. I still think 
Fiat needs a partner if it is to survive. Ironically, that may be an Indian or 


Chinese company. 


cars used to be Fiats, cars frem 
Volkswagen, Peugeot, Citroen, Renault 
and Ford slowly began to replace them. 
Towards the end of the 1990s, it was 
facing tough competition from Japa- 
nese carmakers which had entered Italy 
by then. Spurred by that, it even forged 
an alliance with GM in March 2000. As 
part of the deal, it sold a 20% stake to 
GM in exchange for a 5.1% stake in the 
latter in an effort to reduce cost by shar- 
ing platforms and components with 
Opel, a part of GM. However, the part- 
nership could not last long as Fiat's fi- 
nancial trouble began to unravel in the 
following years. The Italian carmaker 
was losing its market share in its home 
market, Europe, and elsewhere as well. 
In December 2004, Fiat’s stocks 
slumped to almost their 20-year low. In 
2005, GM decided to end the alliance by 
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paying $2 bn as per the terms of the 
deal. Fiat cleverly negotiated a ‘put’, 
which could have forced GM to buy the 
rest of Fiat under certain circum- 
stances. By 2004, Fiat was nearly bank- 
rupt and GM, itself ailing, feared it 
would have to buy a European car com- 
pany it didn’t want and couldn't afford. 
Fiat's debt payments alone could have 
sunk GM. 


The turnaround 

Fiat’s slide began in 2001 when it re- 
ported consolidated net losses of €791 
mn as compared to profits of €578 mn in 
2000. The losses soared horribly to 
€4,263 mn, the very next year. The com- 
pany blamed it largely on poor perfor- 
mance by Fiat Auto and the compo- 
nents businesses of Teksid and 
Magneti Marelli. In the meanwhile, an 


outsider, Sergio Marchionne, was 
handed over the reins of the group in 
2004 as the fifth CEO ш four years. 
Fiat's domestic market share had 
crashed to below 28% by 2003 from the 
5296 it enjoyed during the early 1990s. 
Industry experts put the blame on the 
group's diversification into several un- 
related businesses such as insurance, 
banking, and energy at the cost of its 
core auto business. It had also become 
culturally stagnant. “It wasn’t the fault 
of one, two, or three people...It was а 
problem of culture—big offices, big 
waste, and nobody responsible for any- 
thing," said Giorgio Elefante, Head of 
the European auto retail practice at 
PricewaterhouseCoopers, in an inter- 
view to the Fortune. Tough decisions 
were needed as, in 2003, Fiat had lost 
€1.9 bn with €10 bn in accumulated 
debt and had slipped to the sixth spot 
from the top position in Europe. Soon 
after joining, barring initial inhibitions 
and skepticism, Marchionne decided to 
act tough by firing managers (close to 
2000 were shown the door). And, while 
he did not want to close plants and fire 
workers (even though some of its facto- 
ries were running at less than 60% ca- 
pacity), he sent some workers home 
temporarily, at reduced wages in accor- 
dance with the country's industrial law; 
all of whom have now returned to work. 

His efforts are now beginning to 
show results. Fiat reported net profits 
of €1,420 mn in 2005, ending a streak of 
losses during the last four years, begin- 
ning 2001. *2005 has marked a turn- 
around for Fiat," said the group in a 
statement after returning to profits as 
it refocused on its core auto business. In 
the fourth quarter of 2005, Fiat Auto, 
the group's car division posted a net 
profit after 17 consecutive quarters of 
losses and which brought the group 
back to profit-making ways. Fiat Auto- 
mobiles is now the fifth largest player 
in Europe with a market share of 9%, 
behind market leader Volkswagen, 
Peugeot, Ford and GM. The first tenta- 
tive signs of Fiat's revival had begun 
with the launch of a new and much en- 
hanced Panda. The launch of Grande 
Punto last year in 2006 and launch of 
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Bravo this year at the end of January 
reinforced that both design and quality 
were improving remarkably and Fiat is 
back on track. Fiat Panda was the best- 
selling car in Europe in the A segment 
and the Punto was one of the most re- 
quested cars of its segment Fiat's Ital- 
ian market share has climbed to 31.7% 
while the European share has grown to 
8.4%, up from last year's 7.8%; the com- 
pany aims to take it to 1096 ultimately 
by 2010. 

Fiats momentum continued with 
the July 4, 2007 launch of Fiat 500 in 
Turin, Italy—an updated version of the 
classic Cinquecento that helped mod- 
ernize the Italian industry in 1957. “1 
want Fiat to become the Apple of auto- 
mobiles. And the 500 will be our iPod," 
said Marchionne. The Fiat 500, a re- 
make of the carmaker's historic 
Cinquecento, appearing on the road af- 
ter exactly 50 years, has been acclaimed 
as the hottest model debut of the year 
and is a critical part of Fiat's strategy to 
secure its recovery, although analysts 
expect the tiny car's revival to boost the 
Italian automaker's image rather than 
its end results. Though the 500 model 
may have its flaws, it also confirms that 
Fiat is back on the world stage as a seri- 
ous player. No doubt, the group hinges a 
lot on the restyled icon. “This is not the 
launch of a car, but the launch of Fiat," 
observed Marchionne. However, some 
experts even say that the 500 model, 
which will be priced at €10,500 to 
€14,500 in Italy, is a gamble in steering 
Fiat away from the inexpensive cars for 
which it is best-known; critics say that 
the car costs too much. Given that, it 
will have to convince customers that it 
is worth the price of a BMW Mini, de- 
spite being built on the same platform 
as Fiat's entry-level Panda. “Тће new 
500 15 interesting, looks good and re- 
places an iconic car. It comes with a long 
warranty option and high quality 
claims. But Fiat still lacks the pres- 
ence, image and reputation to repeat 
the sustained success of BMW with the 
Mini," avers Graeme Maxton, Speaker 
and Advisor, Global Automotive Indus- 
try. Stuart Whitwell, Joint Managing 
Director, Intangible Business, concurs, 


| Chartered Financial Analyst | 


INTERVIEW 





Staving off the threat from the East will be Fiat's most 
significant challenge. There is a consumer shift from 
European and the US car brands to Asian manufacturers. 





Stuart Whitwell 
Joint Managing Director, 
Intangible Business, London 


Will Fiat 500 be able to raise Italian carmaker's for- 
tune? 

The Fiat 500 was not and will not be VW Golf. 
Fiat's revival relies on much more than the 
launch of a single model. 

To draw a comparison with other revived 
car brands, such as the Beetle or Mini, is flawed 
as the Fiat 500 was never in the same league as 
these in terms of brand equity or quality. 

Nostalgia is bound to play a part in the car's 
appeal, but I suspect that this will be largely 
limited to young women and Fiat's domestic 
market. 


What are Fiat's strategies in the long run to become 


one of the top three producers globally? 
Staving off the threat from the East will be Fiat's most significant challenge. 
There is a consumer shift from European and the US car brands to Asian manu- 
facturers. This is fueled by the increase in quality, greater value for money and 
brands that are becoming more established. 


What benefits does Fiat foresee from the joint venture with Tata Motors for a manufacturing 


base for commercial vehicles in Russia? 


Fiat outsourcing its manufacturing to India, through a JV, reduces both risk and 
cost. India is gaining manufacturing parity with the Western world; so quality is 


also not compromised. 


These cost savings can then be passed on to the consumer and invested in R&D 


to fund future developments. 


Additionally, Fiat can leverage Tata's local and international capability to 
increase its foothold in these emerging markets. 


"The Fiat 500 was not and will not be 
VW Golf.” He says, “Fiat’s revival relies 
on much more than the launch of a 
single model. To draw comparison to 
other revived car brands such as the 
Beetle or Mini is flawed as the Fiat 500 
was never in the same league as these 
in terms of brand equity or quality." 
And adds, "Nostalgia is bound to play a 
part in the car’s appeal, but I suspect 
this will be largely limited to young 
women and Fiat’s domestic market.” 
A different school of thought, how- 
ever, is that the nostalgic appeal of 
the new Fiat 500 may help the com- 
pany strengthen its brand after the 


launches of the restyled Punto and the 
Fiat Bravo sedan. Fiat dominates the 
Italian market, making about one in 
every three new cars, but experts say 
that it is not clear if it will work in 
other markets as the Italian car maker 
may find it difficult selling significant 
volumes. According to Stephen 
Cheetham, Analyst in Sanford C 
Bernstein, “Will the customer think it 
is special enough to pay a premium ver- 
sus all the other perfectly competent 
entry level cars on the market? It’s pos- 
sible in Italy where the reserve of good- 
will for Fiat is strong, but we’d suspect 
it’s a lot elsewhere.” 
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На! 


Fiat's Rise and Fall – and Rise Again 





Fiat (for Fabricca Italiana Automobili Torino) was 
founded in 1899 by a group of investors that in- 
cluded Giovanni Agnelli. И became Italy's largest 
industrial company, and then almost went bank- 
rupt in 2002. 


1945: Giovanni Agnelli dies three days before a 
court clears him of charges of collaboration 
with Mussolini curing World War Il. 


1957: Fiat rolls out the Cinquecento, the car 
tha: outs Italy on wheels. More than three mil- 
lion are eventua ly sold. 

1966: Gianni Agnelli, a grandson of the 
founcer, becomes Fiat's president. 

1969: Fiat buys controlling stakes in Ferrari, 
maker of premier racing cars and Lancia. 


1986: The company acquires sporty Alfa 
Romeo and two years later becomes Еџгоре 5 
largest carmaker. 


1992: Fiat adds Maserati to its portfolio. 


2002: Its market share slipping, Fiat, then 20% 
owned by GM, is in trouble. Gianni Agnelli dies 
in 2003. 


2004: John Elkann, grandson of Gianni, be- 
comes vice chairman of the Fiat Group. Sergio 
Marchionne is namec CEO. 

2007: Back to its profit-making ways, the com- 
pany launches the Bravo and relaunches the 
Cinquecento on July 4. 


Source: Fortune 


Riding strategic alliances 

In a move to reduce cost, Fiat is build- 
ing alliances with many companies 
around the globe. It has signed 22 such 
deals in the past three years, covering 
projects from joint engine production 
to shared assembly platforms. 
Marchionne said that Fiat plans to 
continue its program of closely focused 
strategic alliances with various part- 
ners in different parts of the world as a 
means of reducing costs. For instance, 
it has tied up with India’s Tata Motors 
for selling Fiat branded cars in the In- 
dian market. This has enabled it to ac- 
cess the large network of Tata Motors 
in India. Tatas in return will get tech- 
nical feedback and know-how from the 
Italian auto major. According to 
Whitwell, “Fiat outsourcing its manu- 
facturing to India, through a joint ven- 
ture, reduces both risk and cost." *Ad- 
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ditionally, Fiat can leverage Tata's lo- 
cal and international capability to in- 
crease its foothold in these emerging 
markets," adds he. Fiat's subsidiary 
Iveco has also entered into a joint ven- 
ture with Tata Motors, to set up a 
manufacturing base for commercial 
vehicles in Russia, in domains of engi- 
neering, manufacturing, sourcing and 
distribution of products. “Fiat exports 
about €3 mn worth of component for 
its Palio model from India and in fu- 
ture wants to source more parts from 
Indian auto component manufactures 
for Grande Punto and Linea models," 
said Fiat India's Managing Director, 
De Fillippis. It is also eyeing a joint 
venture in China, which may be run as 
an additional business or replace the 
OEM's (Original Equipment Manu- 
facturers) eight-year old joint venture 
with Nanjing Automobile and 
Nanjing Fiat. 


The road ahead 

Fiat hopes to maintain the winning 
streak by introducing 20 new models. 
And its ambition doesn't stop there. It 
is aiming to touch 2.8 million car 
sales by 2010, increasing its market 
share from 9 to 11%, internationally. 
Turin-based Fiat has an official tar- 
get of selling up to 60,000 new Fiat 
500s by the end of this year and looks 
all set to achieve that after having al- 
ready received 57,000 orders. Fiat's 
other major car, the Bravo sedan, 
which has not performed up to the 
group's expectations, has also re- 
ceived 55,000 orders at the end of 
June and has been gradually rolled 
out in other markets. 

Further, as a part of reshaping Fiat’s 
car brands, the company is planning to 
relaunch the Alfa Romeo in the US 
though it will be difficult and expensive, 
says a section of analysts. However, 
Toyota and other Asian automakers are 
trying to capture an increasing share of 
the European market, particularly for 
low-cost, mass-market vehicles, but ac- 
cording to the European Automobile 
Manufacturing Association, the overall 
market is declining; new car sales are 
down 0.8% for the first five months of the 


Back in the Black 
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* Trading profits, similar to operating profits, does not include restructuring 
costs or one-time items. 
Source: Fiat Fortune Graphic 





year. This puts pressure on Fiat and 
other automakers to differentiate their 
products, and increase the appeal of the 
higher-end, higher margin market over 
the mass market. 

Experts say that the Fiat group still 
has a long way to go to ensure 
sustainability of its nascent turnaround. 
Nonetheless, it is beyond doubt that Fiat 
is at last heading firmly in the right direc- 
tion, but the risk of being left behind in the 
rising auto market and more affordable 
Korean, Indian and Chinese vehicles still 
persist. Maxton opines, "Its (Fiat) main 
cars are low-margin segment models 
where fortunes can change quickly and 
where competition from China and India 
will eventually become stronger. I still 
think Fiat needs a partner if it is to sur- 
vive." However, it is not that Fiat does not 
have a presence in luxury segment; it is 
just that brands like Ferrari are top-of- 
mind brands. Yet, excelling in emerging 
markets such as India and China, the two 
fastest growing car markets in the world, 
would require serious efforts on the part 
of Fiat. That means Marchionne has his 
job cut out. Nevertheless, no one can deny 
the fact that Fiat's fortune in the car in- 
dustry has turned with extraordinary ra- 
pidity at a time when many of the 
industry's major players, including the 
Big Three (GM, Ford, and Chrysler), are 
struggling.» 


– Amit Singh Sisodiya and Neha Naithani 
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Ш CORPORATE STRATEGY 


In the Billion Dollar Club 





Amul has contributed immensely to the Indian dairy industry. It has 
transformed India from a milk-deficient country into the largest milk- 
producing nation in the world. 





nand Milk Union Limited 

(AMUL) was formed in 1946 

as a dairy cooperative move- 
ment, managed by the Gujarat Coop- 
erative Milk Marketing Federation 
(GCMMF), an apex body of 13 milk co- 
operatives. Amul has become a sterling 
example of a cooperative organization's 
success and has also emerged as the 
world's largest pouched milk brand. The 
real strength of Amul lies in its network 
cf 2.5 million milk farmers organized 
through 12,000 coaperative societies in 
the villages of Gujarat. Thanks to the 
White Revolution which made India the 
largest producer of milk and milk prod- 
ucts in the world and also created a bil- 
lon dollar brand, Amul, the taste of In- 
dia tag, has finally joined the elite club 
of billion dollar corporate India. 
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Amul, India's largest food products 
business, has became a household 
name. Amul is a market leader in baby 
food, dairy whiteners, cheese and ice 
cream. It holds more than three-fourth 
of the market share in butter and pro- 
cesses around 5-million liters of milk 
per day. It collects 447,000 liters of milk 
on a daily basis from 2.12 million farm- 
ers and converts the milk into branded, 
packaged products. Verghese Kurien, 
the Architect of the White Revolution in 
India, says, "Amul is not just a brand, 
but represents the entrepreneurial 
spirit of the Indian farmers and the na- 
tional commitment of self-reliance and 
development of human resources and 
values based on a sustainable develop- 
ment process." Being a cooperative, it 
has set an example to many coopera- 


tives across India to scale up operations 
manifold and still uphold international 
standards of quality for more than half 
a century. Amul strengthened its posi- 
tion by launching a wide range of dairy 
products including cheese, ice creams 
and curds. It has entered areas not re- 
lated directly to its core business, where 
it is competing with global giants such 
as Coca-Cola. Now, it is also entering 
foreign markets. 


A humble yet solid beginning 

The success story of Amul has contrib- 
uted immensely to the transformation 
of India, from being a milk-deficit coun- 
try into the largest milk-producing na- 
tion in the world. In the process, Amul 
has come a long way, generating em- 
ployment for the rural poor and improv- 
ing their socio-economic condition. It 
has been observed that the dairy coop- 
erative movement has resulted in a sig- 
nificant improvement in the quality of 
life in rural India. 

To its credit, today Amul has cor- 
nered an 86% market share in butter. 
Exports of milk and milk products were 
Rs. 80 cr per annum in the past few 
years. This is certainly a giant leap for a 
cooperative federation, which when it 
started had only two village societies 
and a collection of 247 liters of milk 
daily. On the one hand, Amul has been 
building a strong Indian society through 
an innovative cooperative network to 
provide quality service and products to 
end-consumers and good returns to its 
farmer-members. On the other hand, it 
has been able to withstand the on- 
slaught of private and foreign players in 
the dairy industry and has also been 
able to export products, though in lim- 
ited quantities. The core strength of the 
cooperative lies in creating a niche mar- 
ket for its products with its own brand 
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INTERVIEW 


GCMMF has been able to carve its place in the sun since it continues to stand by its abiding 
philosophy—giving the most remunerative price to the milk producer and providing value 


for money to the consumer. 


The Gujarat Cooperative Milk Marketing Federation 
(GCMMF), which owns and markets Amul brand of 
dairy products, has become the first billion-dollar 
cooperative in the country. How do you view this 
achievement? 

Any Indian should be proud of this 
achievement. An organization owned by 
2.6 million farmers of Gujarat has demon- 
strated to the world that given the instru- 
ments of development in their hands, our 
farmers can work miracles. It is pertinent 
to note that Amul has laid the foundation 
of a vibrant and thriving dairy cooperative 
movement in the country. Yet, when it was 
formed, the skeptics had forecasted that 
this cooperative would not even last for 
two days. 


The trillion-dollar Indian economy boasts of several billion-dollar 
enterprises, including Reliance Industries, Bharti, Infosys, TCS, 
and Wipro. However, Amul in contrast is the achievement of the 
pooled efforts of 26 lakh dairy farmers across 13 districts of 
Gujarat. What are your comments on this? 

It must be realized that dairying in India is a small farmer 
occupation. Most of the milk producers hold hardly any land 
and have 1-2 heads of cow or buffaloes. Collecting small quan- 
tities of milk twice a day from millions of marginalized farm- 
ers, processing it at state-of-the-art dairies and marketing it 
throughout the country and the world is no mean achieve- 
ment. The vision that gave this network a solid shape and the 





RS Sodhi 
Chief General Manager, GCIMMF 





management skills that keep it running 
like well-oiled machinery are hard to under- 
estimate. Delivering wholesome nutrition 
to the consumers at the most reasonable 
prices to be seen anywhere in the world, 
while transferring the bulk of the value real- 
ized back to the farmer, is an extraordinary 
feat both in marketing as well as social de- 
velopment. 

The wisdom of farmers and enlight- 
ened leadership, combined with the dedi- 
cation and zeal of professionals, have 
made this possible. We have been fortu- 
nate in having selfless leaders like 
Tribhuvandas Patel and committed pro- 
fessionals like Dr. V Kurien who guided 
and steered the fledgling cooperative in the formative 
years. Their legacy continues and, today, GCMMF has been 
able to carve its place in the sun since it continues to stand 
by its abiding philosophy—giving the most remunerative 
price to the milk producer and providing value for money to 
the consumer. 


Amul is aiming at over $2.5 bn turnover by 2010. However, sourcing of 
milk is the biggest problem and Gujarat alone cannot meet this ambitious 
requirement? To achieve the said target, what strategies should it adopt? 
Enough untapped market potential exists to make GCMMF 
a $2.5 bn organization by 2010. As a part of the strategy, we 
will increase our sourcing of milk, sell more to organized retail 
and streamline the supply chain. 


name while maintaining very high qual- 
ity standards. 


In the elite club 

During FY2006-07, backed by an ag- 
gressive marketing strategy, Amul be- 
came the country’s largest food busi- 
ness and clocked a turnover of Rs. 43 
bn to become a billion-dollar entity. It 
is now aiming to achieve $2.5 bn (Rs. 
10,000 cr) turnover by 2010. From be- 
ing a mere milk producer, the portfolio 
of Amul has expanded to marketing- 
intensive products. After the success 
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stories of butter and ghee, it launched 
flavored milk under the brand name 
*Kool', which has also been accepted as 
a success story. It has been trying to 
figure out how to dispose of the 52 lakh 
liters of milk procured each day. Effec- 
tively foraying into value-added prod- 
ucts, Amul has outlined its advan- 
tages with three strategies: cost-effec- 
tive production, including primarily, 
procurement of milk; climbing up in 
the value-chain by diversifying in 
value-added products, such as milk 
sweets, ice creams, pizzas and confec- 


tioneries, as a true food products com- 
pany rather than merely selling milk; 
and to be known as an organized milk- 
vendor with sustained increase in 
customer loyalty throughout the coun- 
try, with a strong chain of distribution 
outlets. 

The competitive advantage of the 
enterprise lies in its ability to continu- 
ously implement the best practices 
across all elements of the network: the 
federation, the unions, the village soci- 
eties and distribution channel. Adop- 
tion of technology is characterized by 
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Corporate Strategy 
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Gujarat alone cannot meet the demand for milk across the 
country. The response we have received for pouch milk from other 
parts of the country has encouraged us to source milk from other 
state cooperatives. Within the next financial year (2007-08) it- 
self, we are eyeing a 25% increase in the sale of liquid milk. 

In order to make direct contact with the consumers and to 
ensure that we are not exploited or squeezed out of the mar- 
ket by the big retail players, GCMMF will open 10,000 Amul 
Parlors by 2010. An Amul Parlor is a single retail outlet 
which offers the entire range of products of Amul. 

One of the major innovations in the distribution front 
has been the development and alignment of four distribu- 
tion highways—those of fresh products, chilled products, 
frozen products and ambient products. This is a signifi- 
cant achievement because it allows development of syner- 
gies among all the product lines and leveraging these 
highways to introduce and distribute new products as per 
market demand. No other organization in India has been 
able to develop and leverage this kind of channel synergy. 


How do you foresee the future of Amul over the next five years? 
Amu! will maintain its dominant position in the dairy sector. 
Being a market leader, Amul will continue to be the torch-bearer 
for new initiatives in the dairy sector, be it the introduction of 
innovative health products or in longer shelf-life products. 

With the growth of the economy, a shift is being seen 
in the food basket. One of the segments with the largest 
growth potential is the dairy sector. India’s fast growing 
consumer market is slated to include 500 million con- 
sumers by 2010. It has been noticed that as the income 
level of consumers rise they tend to spend more on dairy 
products. Amul is committed to giving the consumer the 
entire range of dairy products ensuring that he gets value 
for money. 

India is the world’s largest producer of milk and also the 
world’s biggest consumer of milk and milk products. The total 
milk and milk products organized market is roughly Rs. 45 
bn. So, Amul has enough potential to grow as we are also 
Incia’s biggest dairy organization. 


If we have to retain our dominant position in the world 
in dairying, we must ensure that the small farmers are 
not marginalized. One of the ironies of our country is that 
while the GDP is growing at 9.4%, agricultural growth 
stands at a mere 2.7%. When more than 65% of our popu- 
lation is dependent on agriculture, it is really distressing 
that this sector has been neglected for such a long time. 
Globalization and liberalization have brought about a 
substantial growth in urban wealth and employment, 
while the agricultural sector has lagged behind. If we have 
to remove this imbalance, we must focus on dairying. We 
cannot forget that the main engine of growth in the agri- 
cultural sector has been dairying. This sector has tried to 
give a boost to agricultural growth as a whole. The dairy 
sector, especially the cooperative dairy sector, despite the 
problems has demonstrated that it is able to sustain and 
propel growth. 

The World Bank in its evaluation of the Amul model has 
concluded that dairy cooperatives have shifted dairying from 
a sideline activity to a serious economic enterprise, making it 
the major source of farm income. The dairy sector has a bright 
future in India provided the government ensures a level play- 
ing field. 

The ban on exports of milk products till September 30, 2007 
has adversely affected the sector. Since the ban in February this 
year, the international skimmed milk powder prices have in- 
creased from $3000 per metric ton to $5400 per metric ton. Our 
milk producers are sustaining an opportunity loss of $2400 per 
metric ton in terms ofthe additional realization that they would 
have obtained. Since the existing system in place for milk pro- 
duction encourages income generation for millions of milk pro- 
ducers, it is important that the Union Government frames poli- 
cies that facilitate dairy development consistent with this pro- 
file. It is equally important that the Union Government take the 
necessary measures to ensure that the Indian milk producer 
gets a fair chance to sell his produce in the global market, which 
has historically been having a lot of subsidy in milk products, 
and he does not face a threat or erode India's comparative advan- 
tage in dairying as well as competitive strengths in the sector. 


four distinct components: new prod- 
uets, process technology, complemen- 
tary assets to enhance milk production 
and e-commerce. In India, it is the first 
FMCG company to employ IT to imple- 
ment Business to Consumer (820) 
method. The customers can order a va- 
riety of products through the Internet 
and be assured of timely delivery with 
receipt upon cash payments. It has 
also implemented a Geographical In- 
formation System (GIS) at both ends of 
the supply chain, 1.е., milk collection as 
well as the marketing process. 
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Outlook 


India is the world's largest milk pro- 
ducer at 100 million metric tons, while 
the US is the second largest at 75 mil- 
lion metric tons. The milk production in 
the US is growing at 1% while that of 
India is growing at 4.5%. It is expected 
that by 2020, India will produce 220 
million metric tons of milk. The average 
cow milk price at the farm gate in India 
is Rs. 11-12 per liter against Rs. 25-30 
per liter in the US and Europe. So dairy 
multinationals are keen to tap the 
Indian dairy market for its low-cost 


high-growth milk supply at a time when 
global milk prices are hitting the roof. 
Against this emerging scenario, the 
whole world is saluting the achievement 
of Amul. It is regarded as the role model 
to other dairy cooperatives across India. 
There is no doubt that it is going to create 
a strong dairy cooperative movement in 
the country and will occupy center stage 
in the global scenario. However, the 
long-term growth of Amul will depend on 
the matching of supply and demand. = 


- N Janardhan Rao and Pratichi Samal 
Reference # 01M-2007-11-09-01 
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Ш BANKING 





Risk Management in India 


А Gaze into the Future 


In the future, risk management in India will cease to be mere regulatory 
compliance. as it serves the interests of the enterprise. Indeed, companies 
of tomorrow will be differentiated by the risk management practices they 
adopt. Thus, risk management will emerge as a necessity rather than an 


imposed burden. 


– Sunando Roy* 


Regional Director, Professional Risk Managers’ International Association 


and a Member of PRMIA's governing body, 


Regional Director's Support and Standards Committee 


he practice of risk management 

is not new to [ndia. As a matter 

of fact, around 150 AD, Kautilya 
in Arthashastra devoted a chapter to risk 
management termed *Calamities of the 
Population". Observing that risks are of 
two types: "Acts of God" and “Acts of 
Мел”, he stated: “...calamities due to 
aets of God are: fire, floods, diseases, epi- 
demics and famines. Other calamities of 
divine origin are rats, wild animals, 
snakes and evil spirits. It is the duty of 
the king to protect people from all such 
calamities." 

He adds, stressing the need for risk 
management, “АП such calamities can 
be overcome by propitiating Gods and 
Brahmins. Therefore, experts in occult 
practices and holy ascetics shall be hon- 
ored and encouraged to stay in the ceun- 
try so that they cam encounter calami- 
zes (Arthashastra, page 129)." There is 
no doubt that the context and content of 
risk management have undergone rapid 
changes, but the need for appropriate 
risk management remains as relevant 
today as it was in ancient times. 


Context of risk management in 
India 


We are witnessing an economic revolu- 
tion in emerging economies including 


48 | November 2007 | 


India and China which historians of fu- 
ture will refer to as the wonder years of 
these economies. The Indian economy 
has indeed posted an impeccable per- 
formance in the past decade and a half. 
High GDP growth, rising industrial pro- 
ductivity, increase in per capita in- 
come—the growth process is opening up 
huge opportunities for its billion plus 
population. Remarkably, high growth is 
taking place in an environment of mod- 
erate inflation, low fiscal deficit and a 
strong balance of payments. Key 
strengths of the economy at this point 
are the self-fulfilling momentum of eco- 
nomic growth, financial stability, huge 
investor interest in India, conducive 
policy environ and a skilled, educated 
workforce. 

The fundamental aspect that 
makes India special is that growth is 
taking place in the midst of remarkable 
financial stability. Not only India es- 
caped unscathed in the Asian crisis of 
1997, it has continuously strengthened 
its financial architecture and risk man- 
agement systems. Capital adequacy of 
banks is higher than 12%, way above 
the mandated 9%, and the non-per- 
forming assets of the financial sector 
are appreciably low. Wonder years, 
alas, do not last forever. Some danger is 


always present just round the corner, 
and history is a witness to the fact that 
due to lack of adequate precaution and 
foresight many nations have messed up 
golden opportunities and, much like the 
Indian cricket team, successfully 
snatched defeat from the jaws of vic- 
tory. Despite all the great news, the 
economy is not free from risks and lack 
of caution can at any point of time throw 
the economy out of gear. 


Emerging risks and 
vulnerabilities 

The precise role of risk management is 
to identify and manage all those risks 
that we encounter or may encounter 
throughout this journey through India's 
golden era. The character of Indian 
economy and its markets are undergo- 
ing rapid transformation. Globaliza- 
tion, technological innovations and the 
advent of financial engineering are 
changing the way economic and finan- 
cial impulses are transmitted across 
the globe. The immense opportunities 
offered by the new world order are not 
without their lurking threats. 

The biggest risks to Indian economy 
originate at the macro level. In this fast 
growing scenario, distributional imbal- 
ances remain as agriculture lags behind 
the industrial and services sectors. 
While India has been able to bring down 
poverty, the same cannot be said about 
income and wealth distribution. The 
poor human development ranking of 
India in a global setting is certainly one 
of its major risks and may affect the 
growth process. While one hopes that 
government initiatives towards inclu- 
sive growth will lead to an improved in- 
come distribution, it is high time that 
corporate social responsibility is el- 
evated to a new level by India's shining 
companies. This is not philanthropy but 
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in the interest of their own survival, be- 
cause ultimately business is not con- 
ducted in isolation of the underlying so- 
cial reality. 

The second lurking threat is the 
source of India's strength, i.e., the capi- 
tal flows into the country. For the cen- 
tral bank, buying foreign exchange and 
sterilizing the market can be expensive 
while non-involvement could threaten 
the balance of trade by making exports 
uncompetitive. Sudden reversals in 
capital flows can have a potentially di- 
sastrous impact on the economy. Sus- 
taining investor interest and keeping 
the growth story intact, therefore, as- 
sumes great significance. 

A third challenge arises in the ser- 
vices sector, the ‘engine’ behind India's 
growth story. The services sector is 
about to open up to the world as the 
WTO negotiation on services 
progresses. In some sectors such as 
banking, India is globalizing faster 
than mandated by the WTO. The ser- 
vices sector will face competition from 
outside world, and it may not be easy to 
fight giants even on the home turf. 
Strategy, innovation and a keen eye on 
risks are the mantras for survival in 
tough times. 

Finally, like a typical growing 
economy, the real estate sector has seen 
hectic activity and upward spirals in 
prices, and the asset price bubble in the 
stock market calls for a close watch. 


Transition times 

The Indian financial sector, dominated 
by banks, is the forerunner in imple- 
menting a robust risk management 
system following the guidelines of 
Basel II. The Basel Committee of Bank- 
ing Supervision in the Bank for Interna- 
tional Settlement is steering the global 
banking system towards improved risk 
management practices. Being far more 
robust than the simpler Basel I, Basel II 
is fast becoming the benchmark of risk 
management in banking world. India is 
also in the process of implementing 
Basel II and a host of regulatory 
changes are taking place. Asset liabil- 
ity management, which was dependent 
on gap analysis (the gap of assets and 
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liabilities in different maturity buck- 
ets), is giving way to modified duration- 
based asset liability management. 
Risk management is gradually shifting 
from the trading book to the entire 
banking book. Exposures to sensitive 
sectors require more capital and provi- 
sioning. The models that estimate mar- 
ket forces are upgraded to increase their 
predictive power. Credit risk models 
are also undergoing transition. Apart 
from that, mechanisms to counter con- 
centration risk and liquidity risk are 
also being put in place. A detailed op- 
erational risk framework is currently 
being implemented by banks. The chal- 
lenge here is to strike a delicate balance 
between the reliance on qualitative 
judgments and the need for quantita- 
tive estimations. А risk-aware organi- 
zation needs to balance the two without 
losing critical values generated by both. 


Future outlook 

Risk management as a source of 
trust: In such a milieu, institution of ro- 
bust risk management practices in finan- 
cial as well as non-financial world makes 
immense business sense. In a world com- 
posed primarily of postmodern imagery, 
risk management enhances the images of 
companies, builds trust and attracts in- 
vestors, even as it insulates organizations 
from internal and external threats. In- 
deed, companies of tomorrow will be dif- 
ferentiated by the risk management prac- 
tices they adopt. Risk management then 
ceases to be a mere regulatory compli- 
ance, as it serves the interests of the en- 
terprise. Risk management thus will 
emerge as a necessity, not an imposed 
burden. 

Elevated visibility of risk in organiza- 
tions: Elevating the visibility of risks 
and introduction of a risk perspective in 
an organization will assume special sig- 
nificance. The chief risk officer, now an 
unknown quantity in many financial in- 
stitutions, will find his feet and shall 
even be dictating terms. The complexi- 
ties of the marketplace will demand the 
best risk practices. The quality of risk 
management practices will be the ulti- 
mate insurance to sustain and prosper in 
a global environment. 


Risk Management in India 


Living with volatility: The liberated 
financial markets are much more 
volatile than in the past, even in the 
presence of strong fundamentals. 
Volatility in asset prices is here to 
stay. Such volatility can erase profits 
of companies within a short span. 
Managing the market risks assumes 
great importance for the corporate 
world. The sudden strengthening of 
the rupee in the early part of 2007 
caught many Indian companies off- 
guard and the costs of not having a 
good risk management system be- 
came apparent. 

Correlated risks: As markets get inte- 
grated, credit defaults quickly trans- 
late themselves into liquidity risks and 
impact the asset prices in the market, 
as the recent US subprime event has 
taught us once again. When risks get 
correlated, an integrated risk manage- 
ment system becomes the need of the 
hour. The basic underlying philosophy 
of risk standards like Basel II is to com- 
bat more effectively the plethora of in- 
terrelated risks that affect the eco- 
nomic and financial system. 

Window of opportunity: Finally, the 
educated Indian is the biggest asset for 
the country. As globalization opens 
doors, Indians are making their pres- 
ence felt throughout the globe. Antici- 
pating the global corporate trends and 
the emerging requirement in skills, the 
Indian academic institutions can play a 
major role in preparing the young gen- 
eration for a better tomorrow. 

Risk management is a highly 
skilled profession with acute demand 
supply mismatches. As Indian primary 
and secondary education gives a strong 
mathematical grounding, Indian pro- 
fessionals can excel in the profession. 
However, since the state in its com- 
manding heights absorbed much of the 
risks till economic liberalization, begin- 
ning 1991, the Indian professionals lack 
exposure to complex markets. All this is 
changing fast, and state initiatives in 
promoting risk management can lead 
to an India that will be known as the 
hub of risk professionals.m 
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Anti-money Laundering 


Keeping Tabs 


In the light of 9/11, financial institutions should not only screen customers but 
also know them well. Knowing one's customers is not only an excellent 
regulatory practice but it also makes good business sense. Consequently, this 
aids in enhancing the financial institution's anti-money laundering measures. 


— Dr. Patrick Low Kim Cheng 


Managing Director, BusinesscrAFT Consultancy, Singapore 





oney laundering or 'cleaning 
of money’ is the practice of 
engaging in specific financial 


transactions in order to hide the identity, 
source and/or destination of money and is 
a key operation of underground economy. 
Formerly, it was applied only to financial 
transactions related to organized crime. 
Nowadays, its definition has been ex- 
panded by the government regulators, 
such as the United States Office of the 
Comptroller of the Currency, to encom- 
pass any financial transaction that gen- 
erates an asset or a value as a result of an 
illegal act such as tax evasion or false ac- 
counting. Аз a result, the illegal activity of 
money laundering is now recognized as 
potentially practiced by individuals, 
small and large businesses, and corrupt 
officials. Ordinarily, these crooks include 
members of organized crime such as drug 
dealers, the underworld mafia, or cults; 
and these days, even terrorists or corrupt 
states, through a complex network of 
shell companies based in offshore tax ha- 
vens, have become a part of the nexus. 
Indeed, the increasing complexity of 
financial crime and the speculated im- 
pact of capital extracted from the legiti- 
mate economy have led to an increased 
prominence of money laundering in po- 
litical, economic and legal debates. This 
further leads to the relevance of the so- 
called ‘financial intelligence (FININT) in 
combating transnational crime and ter- 
rorism. Against this backdrop, knowing 
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one’s customers is not only a good regula- 
tory practice, but also makes good busi- 
ness sense while helping financial insti- 
tutions fight money laundering. 


Combating money laundering 

In the light of 9/11, financial institutions 
should not only screen but also know 
their customers well by obtaining satis- 
factory evidence of the customer's iden- 
tity and following effective procedures 
for verifying the bona fides of new cus- 
tomers. 

Criminals are increasingly trying to 
pass off the money obtained through un- 
lawful activities as funds acquired 
through legitimate, legal means. As high- 
lighted by Tim McNally, Head of a 30- 
member Asia-Pacific Global Corporate 
Security team at JP Morgan, "It 15 very 
important in this day and age to know 
exactly who's working for you, working 
with you, or doing business with you." 

Knowing Your Customers (КҮС), in 
the parlance of Anti-Money Laundering 
(AML) measures, makes good business 
sense as well. In fact, its plain common 
sense. When you do business and when you 
know your customers, you become aware of 
their needs and serve them well. Such a 
personal rapport with the customers 
makes it easier for bank officers and rela- 
tionship managers to relate to them. 
Again, it serves the twin purposes of check- 
ing and monitoring the transactions in the 
interests of preventing money laundering. 


Good customer knowledge and rela- 
tionship management pay. For instance, 
in the course of a bank officers visits to 
his client's factory or premises, the bank 
officer should be thoroughly vigilant. He 
has to take note and observe that the 
client's level of business activity is con- 
sistent with the volume of transactions 
passing through the customer account. 
When one knows one's customers well, 
one can also protect the interests of cus- 
tomers and avoid inconveniencing them 
while assisting regulators and investi- 
gators in tracing funds and in freezing 
and confiscating assets. 


Smurfing 

The staff of financial institutions should 
indeed know the customers' background 
and profile and feel free to discuss, ex- 
press and/or report to their supervisors 
any transaction that is suspicious or not 
transparent. For criminals to launder 
their money, the placement stage of 
money laundering is the first and riskiest 
part. This is critical as money laundering 
involves a series of ‘smurfing’, which 
means breaking a huge amount of cash 
into smaller amounts (see the box for the 
basic money laundering steps). Interest- 
ingly, the word is said to have originated 
from the stream of cheery students arriv- 
ing in the tax havens, such as Cayman 
Islands, with piles of money. This word 
also finds a mention in ‘The Smurfing 
Song, the 1978 hit by Father Abraham, 
and the smurfs that began with the 
words, ^Where are you all coming from?" 
People of short build are sometimes deri- 
sively referred to as ‘smurfs’. The word is 
also used to refer to unimportant people. 
Since the deposits are smaller than nor- 
mal and criminals use all kinds of people, 
such as unemployed, maids and stu- 
dents, to launder their money, this came 
to be referred to as smurfing. 
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Sensing suspicious transactions 
To detect money laundering, bank offic- 
ers ard relationship managers really 
need to know about the bank account 
applicants' true identity as well as the 
type cf transactions expected of the ap- 
plicant at the very outset. Transactions 
that are suspicious or unusual ordi- 
narily: 
. Involve large amounts of cash such 
аз frequent withdrawal of large 
amounts that do not appear to be 
justified or in line with the 
customer's business activity. 

Have no apparent economic pur- 

pose such as a customer having a 

large number of accounts with the 

same bank, frequent transfers be- 
tween the different accounts and/ 
or exaggerated high liquidity. 

Other examples of suspicious trans- 
actions would include the following: 

An unemployed person making a fre- 
quent conversion ofa large amount of 
small denomination currency notes 
to notes of large denominations; 
A maid or a daily-wage earner depos- 
iting more than $100,000 cash into 
an account several times within a 
short period of time; 
Unexplainable ciearing or negotia- 
tion of third-party cheques and their 
deposits in foreign bank accounts; 
and 
The issuing of cheques, money orders 
or other financial instruments, often 
numbered sequentially, to the same 
person or business, or to a person or 
business whose name is spelled 
similarly. 

Also, if a customer makes frequent 
premature withdrawal of fixed deposit 
by cheque within ene month of date of 
deposit, where the deposit was originally 
made in cash, it might be a case of money 
cleaning. Such transactions require ad- 
ditional scrutiny. 


Instituting good risk management 

The relationship manager should 
identify high-risk customers and ask 
himself this pertinent question: Does 
the customer operate in a high-risk 
business such as gambling or arms- 
dealing? Indeed, to the financial in- 
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The Process of Money Laundering 


The basic money laundering process has three steps: 


1. Placement means the physical disposal of cash—in the form of cash bank deposits, the 
money launderer funnels the dirty money into a legitimate financial institution. This is the 
riskiest stage of the laundering process because large amounts of cash are pretty conspicu- 
ous; and also because financial institutions are required to report high-value transactions. 


2. Layering is the next stage. It involves sending the money through various financial 
transactions making it difficult to trace. Layering may consist of several bank-to-bank trans- 
fers and wire transfers between different accounts in different names in different countries. It 
also involves making deposits and withdrawals to constantly vary the amount of money in 
the accounts, changing the money's currency, and purchasing high-value items (boats, 
houses, cars, diamonds, etc.) to change the form of the money. 


3. Integration is the final stage. Here, the money re-enters the mainstream economy in 
legitimate form seemingly through a legal transaction. It may involve a final bank transfer into 
the account of a local business in which the launderer is ‘investing’ in exchange for a cut of 
the profits. Now, the criminal can use the money without any fear of getting caught. 


stitution, certain businesses or cus- 
tomer accounts carry higher money 
laundering risks. 

When a financial institution knows 
its customers well, it is able to have a 
Customer Risk Potential Map, with 
each risk account identified and cus- 
tomer type, service or activity risks 
highlighted. The risks can also be cat- 
egorized in terms of customers coming 
from various countries and using the fi- 
nancial institution's various types of 
products or services. A KYC policy in- 
deed involves good risk management, 
identifying high-risk accounts as well as 
monitoring them. 


Identifying Politically Exposed 
Person (PEP) 
A financial services officer, who knows 
his customers well, should always be 
on the look out for Politically Exposed 
Person (PEP). They should then carry 
out enhanced Customer Due Diligence 
(CDD) measures for: 
Customers who hail from other coun- 
tries whose jurisdiction is known; 
Customers from countries which have 
inadequate AML/Counter Financing 
of Terrorism (CFT) measures; and 
Such categories of customers, busi- 
ness relations, or transactions which 
might be deemed vulnerable to a 
higher risk of money laundering and 
terrorism financing. 
Bank officers and relationship man- 


agers should know their customers 
and assess their risk potential; more 
so, when such customers come from 
high-risk countries. These high-risk 
countries include the countries that 
are: 

Subject to sanctions and embargoes; 
Identified by Financial Action Task 
Force (FATF) as Non-Cooperative 
Countries and Territories (NCCT); 
Identified by credible sources as pro- 
viding funding or support for terrorist 
activities; and 
Identified by credible sources as hav- 
ing significant levels of corruption or 
other criminal activities. 

As in good account management prac- 
tice, a financial institutions KYC policy 
should include enhanced customer due 
diligence, that is, assessing or discussing 
at the senior management level whether 
to continue its relationships with such 
customers). 


Good business sense 

Thus, it is to be noted that knowing 
one's customers, plus subscribing to 
anti-money laundering measures not 
only makes good business sense but 
also is a prudent way for the financial 
institutions to do business. Anti- 
money laundering schemes enhance 
the financial institution's image and 
reputation.m 
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Times have changed. So have we. Changing times call for innovative solutions to emerging 
challenges. Do you have solutions that bring a smile to the faces of the rural poor? Are you 
interested in improving quality of rural life? If the answer is YES, then you are the person we are 
looking for. Your innovation could be a product, service or process - in the farm, non-farm or 
micro credit sector.lf your innovation addresses poverty / income / employment issues, 
reduces drudgery in the rural areas or improves rural habitats, we provide the funding. Our 
assistance may be a grant or a venture like support 


Ideally, we are looking for projects which 
* Benefit a large number of rural poor • Involve funding generally not exceeding Rs.30 lakh 
* Are replicable / scalable * Can be grounded in less than 3 years 


Let your inventive streak get to work. Together, let's make Rural India smile. 


NABARD-SDC Rural Innovation Fund 
25 years of NABARD - SDC partnership 
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Swiss Agency for Development National Bank for Agriculture 
and Co-operation SDC and Rural Development 


Committed to Rural Prosperity 


For more details please visit : http://www.nabard.org/nonfarm_sector/rif_faqs.asp or write to: 
THE CHIEF GENERAL MANAGER (DPD-NFS), NABARD,.C-24, G-Block, Bandra-Kurla Complex, 
Bandra (East), Mumbai – 400 051 e-mail: dpd.nfs@nabard.org/ Fax: 022-26530082 
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Biometric Identity Cards 


Leveraging Technology to Reach 
the Unbanked 
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The introduction ef biometric identity cards has been revolutionary and a 
highly effective instrument that can help overcome problems of information 
asymmetry, a concern especially in rural areas. 


ervice sector industries have 

benefitted immensely from the 

ability of technology to reduce 
cost of delivery and increase outreach. 
Like the telecom and outsourcing sec- 
tors, the banking industry has also 
made good progress in leveraging tech- 
nology to provide cost-effective services, 
manage risks and increase outreach. In 
a competitive environment, technology 
has emerged as a key differentiator 
among banks and has become the nerve 
center of every banking operation. Tech- 
nology has broadened its role from just 
supporting back-office and accounting 
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— Rajiv Sabharwal 
Head - Rural Banking, ICICI Bank 


functions to being the principal inter- 
face or delivery channel for servicing 
customers. The ATM, Internet banking, 
electronic fund transfer, centralized da- 
tabase solutions and biometric cards 
are all testament to the scope of IT to 
facilitate the goal of universal banking. 


Taking technology to the rural 
areas 

A critical area where technology has duly 
contributed is in reaching out to the 
unbanked is rural areas. Providing ac- 
cess to financial services in rural areas in 
a viable and sustainable manner has 


been a challenge. Banks have constantly 
striven to come up with alternatives that 
are cost-effective, appropriate to the ru- 
ral context and, at the same time, scal- 
able. In this regard, technology has 
proven to be an effective catalyst in most 
endeavors as it helps bypass the prob- 
lem of bank infrastructure. Some tech- 
nology applications in the rural areas in- 
clude use of computer systems which do 
not require uninterrupted power supply, 
networking using radio frequency, cen- 
tralization of processing systems (that 
can lower processing costs), multilingual 
ATMs, etc. 

Among of the initial experiments 
with technology was the setting up of 
the rural internet kiosk channel, at the 
village level. Apart from offering finan- 
cial products, the kiosk acted as a 
single window for offering a wide range 
of other services such as agricultural 
extension, health, education and e-gov- 
ernance. The bank played the role of a 
catalyst by partnering with local agen- 
cies to finance the kiosk operator and 
also the role of provider of financial 
services. 

The rural sector's dependence on the 
use of cash for transactions is still very 
high. Hence, a functional need for finan- 
cial institutions in servicing these cus- 
tomers is cash disbursement and cash 
acceptance. In order to meet this need, 
ICICI Bank has collaborated with IIT 
Chennai to work on developing low-cost 
A'TMs with innovative features, such as 
biometric authentication and accep- 
tance of old currency, keeping the needs 
of the rural customer in mind. To make 
the process user-friendly, primary mode 
of authentication is being designed to 
be biometric-based, rather than PIN- 
based. A customer will then be able to 
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use his/her fingerprint to authenticate a 
transaction. 


The advent of biometric identity 
cards 

The introduction of biometric identity 
card is revolutionary as it is a highly ef- 
fective instrument that can help over- 
come problems of information asymme- 
try, a concern especially in rural areas. 
А biometric (fingerprint) enabled 
multi-application hybrid card contains 
all the necessary demographic informa- 
tion to allow banks to extend services to 
the rural customer. The card is a 
unique, portable, personal object that 
easily combines secure identification 
and authentication functions for both 
the physical and the digital worlds. As 
the most secure and reliable form of 
electronic identification, biometric 
cards act as the card holder's access key 
to information and services in both on 
and offline modes. With the ability to 
store, protect and modify information 
encoded in the card's microchip, biomet- 
ric cards offer unparalleled flexibility 
and options for information sharing and 
transfer. The card's dynamic ability to 
communicate with information sys- 
tems expedites traditionally lengthy 
identification processes, while stream- 
lining operations and reducing costs. 


FINO 

ICICI Bank-promoted Financial In- 
formation Network and Operations 
Ltd. (FINO) has been at the forefront 
in bridging the information vacuum 
with low-cost technology. FINO's 
Smart Card technology, backed by a 


13.56 MHz contactless smart card chip 


with antenna 





Smart Card 
Contact Chip 
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Biometric Identity Cards 


Multiple Applications 


Depending on the amount of memory available and the number of memory areas, biometric 
cards can serve as multi-application credentials that are used for many purposes. 


. Biometrics . Equipment and material check-out . Health records 
. Secure authentication . Loyalty and membership . 

. Guard tour information |. Parking and perimeter security — . Digital cash 

. Time and attendance |. Authorised access to office 

Source: Indian Express 


robust core-banking platform, en- 
ables its clients to offer an entire 
gamut of asset and/or liability-based 
financial and non-financial products 
and services to the customers, 
thereby reducing the overall customer 
acquisition costs. Financial services 
typically involve products such as ru- 
ral savings account, loans, term de- 
posits, inland remittances and re- 
mittances originating from abroad. 
FINO’s ability to provide an end-to- 
end biometric-enabled hybrid smart 
card solution comprising of back-end 
core banking module, distribution 
module and front-end core banking 
module ensures that it is a one stop 
shop for the technology needs of 
microfinance institutions, coopera- 
tive banks, credit franchisees and 
banking correspondents. 


ICICI: Leading the technology 
revolution 

Characterized by diversity and size, 
rural India needs a wide range of fi- 
nancial services which neither the 
branch-based infrastructure nor the 
existing financial products are effec- 
tively able to deliver. Addressing 
these needs, ICICI Bank has devel- 
oped technology-based hybrid delivery 
channel structure for its rural busi- 
ness that is cost-effective and scal- 
able. In addition to branches, the non- 
branch channels are set up to offer se- 
lect financial services to rural custom- 
ers. The agri and rural branches— dis- 
trict cluster branches, mandi and crop 


cluster branches—act as business 
hubs, providing banking services on 
the one hand, while facilitating the 
fulfillment of products that have been 
sourced by non-branch channels on the 
other. Some of ICICI Bank’s rural 
branch and non-branch locations have 
been installed with commodity price 
tickers that display prices of com- 
modities from commodity exchanges. 
Farmers check the prevailing prices 
and place trades. In addition to com- 
modity trading, rural customers can 
also participate in share trading 
through ICIClIdirect. 

Developing a centralized core bank- 
ing backbone with connectivity to 
microfinance institutions and branch 
level systems and shared by all finan- 
cial institutions would be critical to 
solving the multiple problems faced in 
dealing with the subprime sector. IT 
companies are already in the process of 
developing such a platform. Going for- 
ward, it would be imperative to reduce 
transaction costs, facilitate better 
management and exchange of data, de- 
velop capabilities to interface with mul- 
tiple peripherals including ATMs, PDA, 
mobile phones, use of POS terminals, 
and standardization to provide flexibil- 
ity at the front end. Mentioned above 
are just a few examples of how technol- 
ogy has helped reaching out to a large 
segment of India's rural population that 
have been excluded from the value- 
added financial services that most ur- 
ban counterparts are enjoying.s 
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Operational Risk Management 


Ensuring Efficiency 


Building an Operational Risk Management (ORM) framework should be 
considered as an essential component of a sound business practice and not 


a mere compliance activity. 


— Ashok K Nag 


Sr. Vice-President & Chief Consulting Officer, Riskraft Consulting Ltd. 


anks intermediate between 

risk-averse depositors and 

risk-taking investors. In the 
process, a bank takes on its book 
'money-certain' liabilities to fund its 
money-uncertain' assets. The resulting 
asset side risks may give rise to insol- 
vency or liquidity problems. Since 
banks are an integral part of the pay- 
ment and settlement system of any 
country, any failure therein is fraught 
with severe negative externalities; the 
high leverage of a bank only compounds 
this problem manifold. Therefore, regu- 
iators worldwide take all possible pre- 
cautionary measures to avoid bank fail- 
ures by stipulating a host of prudential 
norms and regulations for strict adher- 
ence by the banks. 

One of the important instruments of 
regulation is capital standards which 
specifies the amount of capital or share- 
holders’ fund that a bank must have in 
relation to the totality of risk it takes on 
its books. In the ebsence of any interna- 
tional standard, regulators in different 
countries are wont to stipulate the capital 
standard individually and variously. This 
may lead to regulatory capital advantage 
for banks in countries with relatively lax 
regulatory regime. Banks in such coun- 
tries may expand their asset base propor- 
tionately more as compared to their coun- 
terparts subject to stricter capital stan- 
dards. In today's globalized world, where 
financial capital 13 seeking maximum 
mobility in its pursuit of higher and 
higher returns and when cross-border 
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transactions are becoming huge, the need 
for a level playing field of regulation is be- 
yond doubt. 

Realizing this need, the global bank- 
ing community, including banking regu- 
lators, has been engaged in the last few 
decades to set out an international stan- 
dard for banking regulation under the 
auspices of Bank of International Settle- 
ment, an international body of central 
banks. This standard, originally known 
as Basel Capital Accord (ог Basel D, has 
undergone many changes and the cur- 
rent version is called Basel II. 

Basel II is structured around three 
major themes, also called pillars. The 
first and foremost is about how to make 
a quantitative assessment of risk that 
would form the basis for regulatory capi- 
tal requirement. The second theme is 
about the qualitative assessment of risk 
management system, its processes, and 
the extent of their integration with nor- 
mal banking business processes that are 
prevailing in a bank. The last theme is 
about transparency and disclosure so 
that market can be another disciplining 
factor in reining in a bank's operations. 

The asset side risk is measured along 
two dimensions: credit risk and market 
risk. Credit risk arises due to the possibil- 
ity of failure of a counterparty or obligator 
to honor its contractual obligations result- 
ing in a loss to the bank. Market risk ma- 
terializes when the market value of in- 
vestment portfolio of a bank suffers ero- 
sion due to adverse movement in market- 
related risk factors. These two risk di- 


mensions are standard and banks are 
well conversant with issues relating to 
their identification, measurement and 
management. The Basel II guidelines 
have only helped to articulate these bank- 
ing practices in a more systematic and 
structured fashion. Although guidelines 
for measurement of these two risk dimen- 
sions are not without some ambiguities 
and definitional and conceptual disso- 
nance among the practitioners, there is an 
emerging consensus about the broad ap- 
proach that banks are required to take for 
quantitative assessments of these two 
broad risk types. 

However, the same is not true about 
the new kid on the block, which has been 
termed as operational risk by the Basel II. 
Every business is subject to operational 
risk, and banking is no exception. Use of 
internal control and audit system has 
been de rigueur for management of opera- 
tional risk in most banks so far. However 
in the last decades of the last century, 
many banks incurred huge operational 
losses, so much so that some of them, like 
Baring, went bankrupt as a result. With 
the increasing complexity of banking op- 
erations and banking products, the likeli- 
hood of large operational losses and their 
potential adverse impact on the viability 
of a bank has increased manifold. Reflect- 
ing the heightened regulatory concern for 
such operational losses, the Basel II 
guidelines for the first time include opera- 
tional risk as a distinct source of risk and 
provide capital charges for it. 


Articulated framework 

Basel II defines operational risk “as the 
risk of loss resulting from inadequate or 
failed internal processes, people and sys- 
tems or from external events”. This defi- 
nition includes legal losses or losses re- 
sulting from failure to adhere to regula- 
tory prescriptions but not reputational or 
strategic risks. 
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This definition only identifies 
sources of operational risks and does 
not say how to measure the magni- 
tude of operational risk. In fact, the 
very generality of this definition has 
led to much confusion in the industry, 
resulting in a plethora of practices 
and methodologies. 

First of all, we should have full clarity 
about the basic concept of risk. In daily 
parlance, the term ‘risk’ is associated, 
somewhat casually, with many things— 
it could be a process, an event or even an 
object. But risk arises only when there is 
an exposure and uncertainty about the 
potential pay-off from this exposure. If 
there is no exposure, is it meaningful to 
talk about risk at all? Now let’s consider 
a question like, “What is the risk associ- 
ated with the trading activities of a trad- 
ing desk?” 

It is possible to anticipate or describe 
the type of loss inducing events that 
might occur during the course of trading 
activities. This could be a wrong entry to 
the trading terminal, a violation of stop 
loss limit, etc. But is it meaningful to ask 
what the risk of such a process is? Accord- 
ing to many, these are inappropriate 
questions, as risk is a metric, a number 
that describes the uncertainty associ- 
ated with an event. However, how one ac- 
tually arrives at this number is beside 
the point. The main issue is that one 
must clearly define what that number 
connotes and what process is followed in 
arriving at this number. 

The problem with Basel П definition 
of operational risk is that risk is mea- 
sured not with respect to an exposure but 
with regard to loss directly. For measur- 
ing credit risk or market risk for the on 
balance sheet items, we begin with a mea- 
sure of exposure. For the off-balance sheet 
items, we try to get an equivalent mea- 
sure of exposure by using some conversion 
factor. For operational risk, there is no 
such straight forward measure of expo- 
sure. In fact, while Basel II introduces the 
term ‘operational risk exposure’, it actu- 
ally refers to risk capital that is required 
to be maintained for unforeseen opera- 
tional losses. In other words, risk expo- 
sure and risk capital are treated synony- 
mously in regard to operational risk. 


58 | November 2007 | 


This equivalence between these two 
concepts have led many Indian banks to 
emphasize only the risk capital calcula- 
tion aspect of operational risk manage- 
ment framework, ignoring the impera- 
tive need for creating a well articulated 
ORM framework for ensuring opera- 
tional efficiency, minimization of likeli- 
hood of occurrence of operational risk 
events and loss containment in the event 
of such occurrence. 


Building blocks of the framework 
The Basel Committee has defined 
management of operational risk as 
*identification, assessment, monitor- 
ing and control/mitigation" of risk. The 
five stages involved in this activity are: 
1) Identification of potential risk 
events using various tools and 
methodologies such as scenario 
analysis, internal audit review, 
business process analysis and ex- 
pert committee review; 
Assessment of likelihood of occur- 
rence of risk events and their sever- 
ity; root cause analysis, statistical 
methodologies applied to loss da- 
tabase, scenario analysis and key 
risk indicator analysis are some of 
the methodologies used for such as- 
sessment; 

Monitoring involves risk reporting, 
creation of risk dashboard, review of 
effectiveness of control process and 
continued tracking of potential risk 
events germane to new business 
processes; 

Control activities are fundamental 
to operation risk management and 
involve specification of control 
mechanism and control objectives, 
identification of control owner and 
their responsibilities and extent of 
accountability and finally measure- 
ment of control effectrveness; 
Mitigation involves measures such 
as taking of insurance, inclusion of 
indemnity clauses in service level 
agreements with agencies to which 
some activities are outsourced, and 
incorporation of penalty clauses in 
agreement with agencies respon- 
sible for maintenance of critical 
technological resources. 
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The Basel Committee has also 
identified ten best practices that a 
bank may consider while implementing 
an ORM framework. These are: 

Overall responsibility of Board of 
Directors; 
Implementation and monitoring by 
senior management; 
Establishment of a control culture; 
Identification and assessment of all 
material; 
Risks management information 
systems for monitoring and over- 
sight; 
Policies and procedures to control 
and mitigate operational risk; 
Supervisory requirement for effec- 
tive internal controls and opera- 
tional risk management systems; 
Ongoing monitoring and regular 
evaluations by supervisory bodies; 
Role of internal and external audit; 
and 
Effective disclosure of operational 
risk practices and capital adequacy. 
The building blocks of such a frame- 
work are: 
Mapping of organizational units, 
risk factors and business processes: 
Creation of loss database including 
its table structure, event attribute: 
and workflow of event record cre 
ation, its validation and los: 
amount identification and a meth 
odology for combining internal anc 
external loss data; 

Identification of controls related t 

mapped risk factors associatec 

with various business processes foi 
different organizational units; 

Creation of the workflow for Risl 

Control and Self Assessmen 

(RCSA) processes, structuring о 

questionnaires and attribution o 

weights and development of a scor 

ing methodology; 

Statistical methodology for identifi 

cation of appropriate probability dis 

tribution for frequency of occurrence o 

risk events as well as severity of los 

for individual events and methodo! 
ogy for arriving at aggregate loss dis 
tribution that would yield the ex 
pected and unexpected losses implie 
by fitted aggregate loss distribution; 
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Methodology for scenario creation 
and for simulation of loss distribu- 
tion based on distributional param- 
eters worked out through a scenario 
analysis; and 

A reporting environment for loss Са- 
tabase and key risk indicators 


The three approaches 
Once a bank has established an ORM 
amework based on the above building 
b.ccks, the key challenge is to work out an 
appropriate strategy for calculation of 
capital charges. The most simple and 
primitive method prescribed in Basel П 
Gccument is called Basic Indicator Æp- 
proach (BIA). In India, the RBI has aiso 
advised banks to adopt BIA for calcula- 
tion of capital charges for operational 
risk. Under BIA, a fixed multiplicetive 
‘aetor (15%) is applied to a measure of 
ievel of activities, gross revenue, to arrive 
at capital charges. The average of gross 
revenue over last three years is to be used 
for the calculation purpose. This ap- 
proach is premised on the view that op- 
erational risk is linearly related to the 
size of a bank, the size being measured in 
terms of gross revenue. There is no em- 
pirical evidence for the presence of such 
anearity, and very large banks with a so- 
phisticated risk culture might be in а dis- 
advantageous position as compared to a 
smaller bank which is yet to establish 
any ORM system within the organiza- 
tion. The BIS document clearly states 
that this approach is suited most for 
small banks, while large banks are ex- 
pected to adept Advanced Measurement 
Approach (AMA), at least for a signifi- 
cant portion of their operations. In india, 
the RBI has advised all banks, irrespec- 
tive of their size, to adopt the basie indi- 
cator approach. This may prove onerous 
for large banks such as SBI and ICICI. 
The Standardized Approach (SA) rec- 
ognizes that the quantum of operational 
risk in relation to the level of activity 
would vary from one business line to ап- 
other, and therefore, the multiplicative 
factor needs to be calibrated separately 
for each business line. The Basel Com- 
mittee has identified eight business lines 
and set the beta factor for each business 
line. The total capital charge is calculated 
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as three-year average of the simple sum- 
mation of the regulatory capital charges 
across each business lines in each year. In 
any given year, negative capital charge 
arising out of negative income for one busi- 
ness line is allowed to be offset against 
positive charge in another business line. 
Although SA is an improvement over BIA, 
the main criticism against BIA approach 
also holds good for SA. 

Under the Advanced Measurement 
Approach (AMA), banks are allowed to 
develop their own model for assessing 
their regulatory capital requirement for 
operational risk. The AMA is still an 
evolving methodology and no industry 
consensus has yet emerged about the 
most suitable model for calculation of 
capital charges under different opera- 
tional environments prevalent in differ- 
ent banks. However, one common feature 
of all variants of AMA is their attempt to 
model the extreme tail part of the loss 
distribution. In other words, a bank has 
to figure out, to varying levels of granu- 
larity, the probability distribution of its 
operational loss amount and subse- 
quently calculate its expeeted and unex- 
pected losses at a given level of confi- 
dence (99.9% is recommended). Given 
the evolving nature of methodologies for 
calculation of operational risk capital 
charges, the Basel Committee has rec- 
ommended "a combined use of internal 
and relevant external loss data, scenario 
analysis and bank-specific business en- 
vironment and internal control factors." 
since ORM framework needs to go be- 
yond mere calculation of firm level opera- 
tional risk capital, the committee has 
also stated that the bank's operational 
risk measurement system "must also be 
capable of supporting an allocation of 
economic capital for operational risk 
across business hnes in a manner that 
creates incentives to improve business 
line operational risk management". 
Building of such an incentive structure 
would call for a detailed identification of 
various risk factors that drive occurrence 
of risk events:in various lines of business 
and a periodic assessment of level of pre- 
paredness on the part of each business 
unit to mitigate or attenuate operational 
losses through introduction of appropri- 





ate controls. As regards measurement of 
regulatory capital, currently four meth- 
odologies are being used in various com- 
binations. These are: 

Internal Measurement Approach 

(IMA) 

Loss Distribution Approach (LDA) 

Scenario-based Advanced Measure- 

ment Approach (sb-AMA) 

Scorecard Approach (SA) 

For application of any of the above 
approach, the first requirement is to 
map each business unit of an organi- 
zation to one of the identified busi- 
ness lines and risk types. It may be 
recalled that Basel document gives a 
two-way classification of business 
units across the dimension of busi- 
ness lines and risk types/factors. A 
standard matrix of eight business 
lines and seven risk types has been 
provided. For all AMA methodolo- 
gies, risk capital is calculated gener- 
ally for each combination of business 
lines and risk types that are of rel- 
evance to the bank. If КА, j) denotes 
the regulatory capital calculated for 
i business line and ј“ risk type, then 
total regulatory capital can be calcu- 
lated as a simple sum of all КО, j)s. 
This is obviously a highly simplified 
approach, as the complex nature of 
correlations among operational risk 
events and risk types is not taken 
into account. In fact, it is assumed 
that the bank 1$ facing the worst cor- 
relation situation of perfect positive 
dependence between the loss events 
across business lines and risk types. 

Finally, building an ORM frame- 
work should be considered as an es- 
sential component of a sound busi- 
ness practice and not a mere compli- 
ance activity. А corporate culture of 
heightened sensitivity and aware- 
ness of operational risk manage- 
ment, monitoring and mitigation is- 
sues must permeate through the en- 
tire organization and the primary re- 
sponsibility of the same should lie 
with the top management and board. 
Sadly, this culture is vet to take root 
in the Indian public sector banks. я 
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Microfinance in India 


The Current Scenario 


In spite of the serious efforts over the years, the banking sector could not 
meet the requirements of the poor people. 


n the present day monetized 

economy, even the poor need infu- 

sion of capital for enhancing their 
income. This capital needs to be in- 
vested not only in their individual pro- 
ductive assets, but also in developing 
necessary infrastructure, building their 
capacities, developing appropriate tech- 
nologies and knowledge base as well as 
strengthening the social infrastructure. 
However, the poor, whose incomes are 
lower than what they require to survive, 
have little or no savings which can form 
into a capital that they can invest. 
Therefore, it has been argued that the 
poor need credit support to make in- 
vestible capital accessible to them. Rec- 
ognizing the need of capital by the poor, 
socially concerned people have made 
several attempts to make credit acces- 
sible to the poor. Way back in the 
middle of the 19" century, German 
leader Raiffeisen started organizing 
farmers into mutual support groups 
which accessed credit and made it 
available to each other. In India, a Co- 
operative Law was promulgated to fa- 
cilitate the flow of credit to the rural 
people in 1904. A large cooperative 
credit system comprising of more than 
112,000 Primary Agricultural Credit 
Cooperative Societies (PACS) sup- 
ported by around 12,000 branches of 
District Cooperative Credit Banks 
(DCCB) have been set up. Formation of 
specialized rural credit institutions 
such as Agriculture Refinance Corpora- 
tion, Land Development Banks and 
Small Farmers’ Development Agency 
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(SFDA), nationalization of commercial 
banks in 1969, and promotion of Re- 
gional Rural Banks in 1975 were some 
of these efforts. 

However, in spite of these serious 
efforts, the banking sector could not 
meet the requirements of the poor 
people. There were several reasons. 
First, the poor require small loans in 
dispersed locations. This involved a 
high cost of delivery as compared to the 
interest revenue it generated. Even 
when not further complicated by the 
need to extend credit ‘cheap’ to the poor, 
this was not an attractive business 
proposition for the lending institutions. 
When this transaction cost was loaded 
on to the poor customers, it made it bi- 
ased in favor of larger loans. The second 
reason for not reaching the poor was the 
inherent logic of the banking methodol- 
ogy. Banking industry in the post indus- 
trial revolution period emerged to fi- 
nance the large capital requirements of 
new industrial projects. It therefore de- 
veloped systems of project appraisal, 
project cash flow base repayment sys- 
tems, and collateralizing the project as- 
sets created from the loan. However, the 
poor households did not have a bankable 
project. Most poor households were en- 
gaged in a portfolio of activities, as the 
resources accessible to them were not 
large enough for any of the activities to 
sustain independently. None of these ac- 
tivities were bankable. Occasionally, con- 
cerned bankers helped the poor develop 
bankable projects beyond break-even lev- 
els. But these projects (suggested by out- 


siders’ did not get ‘owned by’ the poor 
people. Often these suggestions for im- 
proved outcomes did not pay adequate 
attention to other activities in the poor 
customers livelihood portfolio. The asset- 
less poor also failed to extend any collat- 
eral for the loans they sought. Thus, the 
formal banking system could not manage 
to service the poor customers. 

А major breakthrough in banking 
with the poor came with the work of 
Prof. Yunus, of Grameen Bank, 
Bangladesh, when he propounded that 
the poor are bankable 1 

Banking is made simple for the 
poor, making transaction process 
easy and standardized so that the 
poor could remember and perform 
them easily; 
А person is financed and not a 
project. The person may be engaged 
in multiple activities/projects as a 
part of his/her livelihood; 
Peers, who also engage in multiple 
small activities to sustain them- 
selves and therefore understand the 
effects of and requirements of such 
multitude of activities, are involved 
in appraisal of loans; 

Peers are also involved in follow-up 

and recovery of the loans; and 

Small amounts are collected, at a 

regular frequency, instead of a bulk 

amount at any point of time, irre- 
spective of the primary purpose for 
which the loan was taken. 

Microfinance institutions also ar- 
gued that the poor did not look for 
'cheap' credit and was willing to pay a 
price (interest) that covered the cost, as 
the alternative available to them was 
far more expensive. 

With these principles of 
microfinance established and demon- 
strated on the ground, the microfinance 
industry started growing. In India 


| November 2007 | 61 


Banking 


alone. the number cf women's бе -Нејр 
Grcups (SHGs) linked to bank in- 
creased to 2 million by the end of 2005 
from a mere 8,506 ir 1997. The total 
loan outstanding tc the women from the 
24 million households, who formed 
these groups, reached Rs. 70 bn, fre 
Rs. 120 mn during the same pericd, reg- 
istering a growth rate of 183% p.a. 

Though the capital required by each 
of the poor households was not very 
large, their number being high, the tctai 
amount of fund required for servicing 
the total need was very high. Thus, the 
social interventionists, who were ad- 
vancing the causes of the poor, tried ac- 
cessing the mainstream capital naar- 
ket. Though there was some reluctance 
during the initial period, these financial 
institutions soon realized that there 
was a huge market for credit ‘at the bot- 
zom of the pyramid’. With this realiza- 
tion, a large number of financia! institu- 
tiens took interest in this sector, which 
was safe and profitable, while it also 
addressed their social obligations. Ac- 
tually, their involvement facilitated the 
growth of the sector. 

But is all well? What are the main- 
stream financial imstitutions looking for? 
Development of the poor is not them pri- 
mary agenda. They are looking for an ap- 
propriate return on their investment. 
Microfinance seems to offer an answer in 
the neo-liberal paradigm: the market 
serving the interest of the poor, while gen- 
erating adequate return-on-investment. 

But often microfinance programs are 
not designed to cater to their specific 
needs. The poor otten live in areas with 
marginalized rescurces and poor infra- 
structure, and with little access to mar- 
kets. Often there is a need to invest in 
infrastructure, common property re- 
sources, building capacities of the poor 
and such, which require much larger in- 
vestments before the poor can utilize the 
micro-credit extended to them. Unfortu- 
nately, the micrefinance programs are not 
designed to cater to these needs, which 
are prerequisifes for utilization of the 
credit the poor have newly got access to. 

Invariably, the poor have very lim- 
ited opportumties to invest. Even if 
there are some opportunities, the abil- 
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ity of the poor household to tap these 
opportunities is also very limited. As a 
result, they are unable to effectively 
utilize the capital that has now become 
accessible to them. The poor also often 
have multiple needs which require in- 
vestment of these resources. Several 
studies indicate that the poor have fi- 
nanced the deficit in their consumption 
expenditure requirements from the 
cash available from the credit without 
effectively enhancing their income. 
Though, with the appropriate recovery 
mechanisms of the microfinance insti- 
tutions, the poor are paying back, they 
are slowly getting trapped into a debt- 
trap, which might effectively leave 
them poorer than they are. It is likely 
that over-indebtedness of the poor cus- 
tomers will also start affecting the 
health of the portfolio soon. One of the 
basic principles of microfinance is 
management of the loan portfolio by 
the peers. This often needs to be done 
through formal or informal collectives 
of the poor. This requires the ability of 
the group to manage both—a larger 
fund than they have handled before 
and an institution, however small. 
Both these capacities are often inad- 
equate in the groups of the poor and re- 
quire considerable time for them to de- 
velop. With the enhanced pace of injec- 
tion of capital from MFIs, the time 
available for the poor to learn these is 
considerably reduced. Though there is 
some talk of capacity building along 
with microfinance, and some re- 
sources are being allocated, the total 
cost of building the capacities of the 
ultimate borrowers, their representa- 
tives and the staff of the MFIs, given 
the pace of their learning, may turn 
out to be too large as a proportion of 
the asset size and the return thereon, 
leaving it not attractive for the main- 
stream investors. 

Yes, the poor do need credit. And 
microfinance in recent times has im- 
proved their access to it. Microfinance 
methods are human resource intensive. 
These often involve doorstep delivery 
and collection, which in turn help reduce 
transaction costs for the poor borrowers. 
However, as the poor, especially large 


numbers of whom in India are in rural 
areas, are dispersed in areas with lim- 
ited infrastructure, doorstep delivery re- 
quires a large human resource base. 
With the rapid growth of the sector, the 
requirement of human resources has 
also gone up substantially. There is a 
potential risk to the portfolio in addition 
to the risk of mission drift if appropriate 
investments are not made in building 
the capacity of these human resources. 
The apprehension is whether the 
credit will continue to reach the poor. 
There are various vested interests in the 
rural economy, especially in poorer econo- 
mies, like that of India, who have survived 
by grabbing larger revenue than is their 
due at the cost of the weaker in the same 
economy. The fallout of the rapid pace of 
growth of the microfinance sector is that 
these socially dominant people have also 
started using this credit opportunity. The 
opportunity has arisen at this juncture 
because ofthe urgency to deliver large vol- 
umes of credit, inadequate ability of the 
people to manage their groups, their 
boundaries and their funds, and invest- 
ments of these funds in appropriate ven- 
tures. Thus, substantial parts of these 
funds earmarked for the poor are getting 
cornered by the not-so-poor. The not-so- 
poor have also started building their con- 
trol on these new institutions of the poor 
people, as they have done in the past. This 
consequently may repeat the history of co- 
operative movement in the country, with 
poor repayment, rising Non-Performing 
Assets (NPAs) and increasing costs, in 
spite of several rounds of recapitalization. 
The MFIs may also prefer to invest in 
economic areas, which are more vibrant, 
as that generates a better rate of return 
on their investments. This may bring in 
some amount of bias in favor of geo- 
graphically better areas. These may also 
help MFIs densify their activities and 
help them improve their financial health, 
which is critical for them to attract more 
investments. But where does that leave 
us? A weaker portfolio with poor people 
struggling under the debt burden? А 
weaker rural banking institutional struc- 
ture? Is that where we wanted to be?s 
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Wealth Management Services 


For One and А! 





The emphasis on the word ‘wealth’ seems to suggest to most people that 
wealth management is only for the high net worth individuals. But, except for 
private banking, wealth management is for everyone and certainly not 
restricted to only high net worth individuals. 


– Sonu Bhasin 


Senior Vice-President and Head of Wealth Management Group, Axis Bank 





ealth management seems to 
be the latest buzzword in the 
banking and financial ser- 
vices industry. Relationship managers 
have been redesignated as wealth man- 
agers who talk of wealth creation, 
wealth preservation and wealth trans- 
ter. This emphasis on the word ‘wealth’ 
seems to suggest to most people that 
wealth management is possible only for 
the High Net Worth individuals 
(HNWIs). For most of us, the relatively 
poor people, it would seem that wealth 
management is something that is be- 
yond our reach. 
Actually, ncthing could be farther 
from the truth. Wealth management is 
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for everyone. Quite simply, wealth man- 
agement can be described as the pro- 
cess of investing funds in the ‘right’ op- 
tions, monitoring the investments regu- 
larly, restructuring as and when re- 
quired, and optimizing returns over a pe- 
riod of time. Or, it could be seen as the 
art of ensuring that surplus funds re- 
main invested, at all times, in invest- 
ment options which give the invested 
funds an opportunity to grow optimally. 
Yet another way of describing wealth 
management is that it is a continuous 
process of monitoring investments to en- 
sure that invested funds do not stagnate. 

Are the above definitions only for 
the HNWIs? Surely, the answer is in the 


negative. Most people who earn money, 
work hard to do so. And all people who 
work hard to earn and then save money 
want to ensure that their invested 
money earns optimum returns over a 
period of time and that the invested 
funds do not stagnate. Thus, wealth 
management is for all and it can easily 
be substituted by the more mundane 
phrase of financial planning. 


Varied financial goals 

How does wealth management or finan- 
cial planning actually work? To under- 
stand this, we need to first appreciate 
that there are financial goals in each of 
our lives. The specific financial goals 
may differ from person to person but 
broadly speaking they remain the 
same. Most people, when asked about 
their financial goals, would list from the 
following: money to buy a house, money 
for children's education, money for 
children's weddings, saving for retire- 
ment, money to take care of any medical 
emergencies, money for leisure travel, 
money for building other assets. In es- 
sence, the broad financial goals remain 
almost the same for a majority of the 
people. What differs is the time frame 
for different people to achieve their fi- 
nancial goals. 

Taking a deeper look at the finan- 
cial goals of individuals, one can link 
the goals, somewhat broadly, with the 
different life stages of the individual. 
For the sake of ease we could divide the 
life stages into three broad categories. 
These are the Early Life Stage, where 
the individual is just out of college and 
is in the early stages of his/her career. 
The individual is either single or just 
married with no children. Unfortu- 
nately, at this stage of the life, the indi- 
vidual is least concerned about finan- 
cial management. If he were then the 
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issues that would confront him would 
be savings towards buying a house, 
managing the debt usually incurred on 
the credit card expenditure, and to be- 
gin to build an emergency fund. 

The next stage is the Mid-Life 
Stage, where the individual is married 
with children. The children are unmar- 
ried and are either school or college go- 
ing. The financial demands at this 
stage are many, as the responsibilities 
for the individual also are many. The 
primary objective for the individual at 
this stage is to shelter the income from 
taxes and continue building on the 
emergency fund. The need to buy a 
house remains constant at this stage. 
With retirement looming ahead, the 
need to accumulate capital for future 
also becomes a pressing one. 

The third stage in our simple classi- 
fication is the Retirement Stage. Here 
the primary need is to make sure that 
the investments are such that there is 
regular income generated from them. 
The emergency fund built during the 
earlier stages for medical and other 
such needs comes in very handy now. 
The individual starts thinking of struc- 
turing the current investments in such a 
manner that they could be termed as 
inheritance for the next generation. 


Investing intricacies 

Nevertheless, no matter which life 
stage we are at currently, there are 
some common questions that we can 
ask ourselves: Will my current assets 
grow to a level to meet my future ex- 
pense needs? Is my portfolio well-di- 
versified? Will my investment phi- 
losophy allow me to accumulate 
wealth within the risk and liquidity 
parameters I have set for myself? And 
lastly, do I have adequate savings to 
take care of any emergency that may 
take place? 

These common questions get us 
back to wealth management. The an- 
swers to the above questions are not 
very difficult and a road map can be 
drawn for investments both current 
and future. However, what is indeed 
difficult is to keep to the drawn road 
map and also to change it from time to 
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time due to changing market condi- 
tions. Let us also understand why it is 
difficult to do so. 

Ask yourself the following question: 
Do I have the time and expertise to 
manage my own investments? The an- 
swer, in most cases, should be a firm 
‘no’. The word ‘should’ has been used de- 
liberately as it has been shown that 
managing money or investments is a 
full-time job. Most of us, fortunately or 
unfortunately, are already into a full- 
time job, which we call our vocation, 
business, or simply the job. After 
spending 8 to 10 hours in our full-time 
job, we rarely have the time to look at 
and then manage our own investments. 
Thus, investments made, as and when 
surplus funds are available, remain 
untracked and unmonitored. In most 
cases, this would translate into the in- 
vestments stagnating. Or put another 
way, funds remaining invested in op- 
tions where they do not have a chance to 
grow. All because of constraints of time. 
On the other hand is the question of ex- 
pertise. The market today is a fast 
changing and dynamic one. There is a 
certain level of expertise that is re- 
quired to be able to analyze the dy- 
namic market conditions. Expertise is 
also required to use the market condi- 
tions to one's advantage. The most com- 
mon example of using the market to 
one's advantage is to sell when others 
are buying and buy when others are sell- 
ing. Unfortunately, most of us do just 
the opposite. 


Customized services 

Here is where the wealth manager 
steps in. The role ofthe wealth manager 
in the overall scheme of wealth manage- 
ment is quite central, as the wealth 
manager is the pivot around which the 
process revolves. The average wealth 
manager has a good understanding of 
the universe of investment options and 
at the same time has even a better un- 
derstanding of his client (which in tech- 
nical terms is called Know Your Client). 
The knowledge of client is the most im- 
portant aspect in wealth management 
sometimes even more than the in-depth 
knowledge of the markets. 


Wealth Management Services 


The reason for this is that individu- 
als with similar financial goals may 
have different investment profiles. Dif- 
ferent investment profiles would trans- 
late into different risk appetites, differ- 
ent liquidity needs, different time 
frames for their financial goals, differ- 
ent income requirements, etc. It be- 
comes the job of the wealth manager to 
marry the right investment profile to 
the right investment options. 


Varied options 

The investment options available in the 
market are many. Broadly speaking, the 
first classification of the investment op- 
tions can be made according to the asset 
classes, which are debt and equity. 
Within each asset class, there are many 
products to choose from. Let us look at 
each asset class in detail with specific ref- 
erence to the various products within each 
asset class. 

Debt products range from fixed depos- 
its to RBI bonds to mutual fund invest- 
ments. Fixed deposits are an investment 
option that most people are comfortable 
with and see it as the most secure form of 
investment. There are two reasons for 
this feeling. One is the safety aspect of the 
money and the other is liquidity. It is felt 
that any money put away in a deposit is 
absolutely secure. If the deposit is in a 
nationalized bank then the feeling of secu- 
rity increases. The fact that you know the 
returns you get on your deposit even at the 
time of making the investment also gives 
you a comfort-boost. Most people also feel 
that their deposits are liquid assets 
inspite of the funds being locked in for a 
fixed term. The feeling of liquidity comes 
from the fact that the money is with the 
bank and gets reflected in the monthly 
account statements of the bank. Also, 
should there be an emergency, it is felt 
that the access to funds in a deposit does 
not take much time. 

All the above is good and, indeed, the 
fixed deposit is a good option for invest- 
ments. Banks also thrive on the deposits. 
However, strictly from an investor's point 
of view, the deposit is not such a hot prod- 
uct as it is made out to be. The reasons for 
this are simple and are as follows. Let's 
look at a couple of reasons for this. 
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À deposit is as secure as the bank it 
is гладе in. А deposit in a good bank is 
more secure than a deposit in a not-so- 
gcod bank. А good bank translates into a 
banx with a credible reputation, reason- 
ably high asset base, sound board of di- 
rectors and management with a good 
track record. However, it would be pru- 
dent to point out that, even in a good 
bank, a fixed deposit is secure only upto 
an amount of Rs. 1 lakh. That is to say, if 
a good bank goes under, depositors are 
covered only up to a maximum of 
Rs. 1 lakh each for their deposits. Thus, 
even if you have a deposit of Rs. 50 lakh 
in a bank which has gone under, all you 


Equity is the most exciting of the products but is 
also the most risky one. 


are guaranteed is Rs. 1 lakh. No more 
and probably a little less. 

Next, let us look at the returns an 
investor gets in a deposit. With the cur- 
rent interest rates, most banks offer 
upto 9% per annum as the deposit rate. 
There may be banks which offer 100 or 
200 basis points more as deposit rates, 
but then it would be prudent to remem- 
ber that increase in returns goes hand 
in hand with an increase in risk. With 
most deposit rates being in the region of 
9%, the net return to the investor is any- 
where between 6 to 7% depending on his 
marginal rate of taxation. With infla- 
tion remaining between 4 to 5%, the 
real growth of funds is purely notional. 

What options do you, an average in- 
vestor, have to invest your hard-earned 
money? Ask your wealth manager! The 
wealth manager would tell you of op- 
tions within the asset class of debt 
which would give you superior returns 
when compared to the deposits and at 
the same time be secure in nature. The 
wealth manager would advise you to in- 
vest in debt mutual funds. Within debt 
funds, there are liquid or treasury funds 
which are for very short-term invest- 
ment horizon, short-term income funds 
with an investment horizon of three to 
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six months, income funds which have a 
perspective of over six months, and also 
gilt funds which have even a longer in- 
vestment horizon. Besides these, there 
are other specialized mutual funds such 
as the floating interest mutual funds 
and tax advantage mutual funds. 
Wealth managers have to combat 
with the general opinion that invest- 
ments in mutual funds are unsafe. This 
is a perception that has grown in the 
minds of the people due to the non-perfor- 
mance of some of the mutual fund com- 
panies. It would be a mistake to general- 
ize this across the board. To give an anal- 
ogy: if a cooperative bank goes under, are 
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all banks in danger of doing so? Simi- 
larly, there are mutual fund companies 
that perform and there are mutual fund 
companies that don't. It is the task of the 
wealth manager to point out the good 
and performing mutual fund companies 
to the investors and then choose the right 
scheme for them. 

Mutual funds, typically, cater to in- 
vestors with varied needs—needs like 
needing regular income from invest- 
ments made, protecting the capital in 
the short as well as the long-term, 
wanting capital appreciation over the 
long-term and so on. One need that is 
common to all investors is to invest in 
an option which is tax efficient. Invest- 
ments in mutual funds meet this com- 
mon need of all investors. 

The budget of 2003 made dividend 
income tax-free in the hands ofthe inves- 
tor. However, the mutual fund company 
pays a dividend tax to the government. 
Thus, if you choose the dividend option of 
the mutual fund investment, any income 
you get will be tax-free. Compare this 
with the interest income from the fixed 
deposit where you need to pay your mar- 
ginal rate on the interest. Also, invest- 
ments held for over a year come under the 
long-term capital gains tax. That means 


that any growth in capital will be taxed 
only at 1046 or zero depending on the as- 
set class used for investment. Again, 
compare this with the returns on a de- 
posit, even a one-year or a three-year de- 
posit, which are taxed at the marginal 
rate of taxation. The savings in tax even 
for an average investor are substantial. 

The safety of investments in debt 
mutual funds can be addressed by look- 
ing at where the corpus of the fund is in- 
vested. Typically, for a debt fund, be- 
tween 60 to 70% of its corpus is invested 
in government securities. These are ab- 
solutely safe investments as these carry 
a sovereign guarantee. Ten percent ofthe 
corpus is kept as cash. The balance is in- 
vested in AAA corporate paper. Thus, the 
money that you invest in a debt fund is 
ultimately invested in these securities 
and, hence, is secure. 

Superior returns, safety of funds and 
tax efficiency...what else could make the 
debt funds attractive? There is easy li- 
quidity. Depending on the type of debt 
fund, liquidity could range from within 
24 hours to three working days. With the 
private mutual funds emphasizing 
equally on service, investors have no 
problems in redeeming their funds. And 
if there is any problem faced, the wealth 
manager is there to sort it out. 


Exciting equities 

Having looked at some of the debt mar- 
ket options, let us look at the equity mar- 
ket. In equity there is, of course, the direct 
equity where investments are made in 
the shares of the companies listed on the 
stock exchange. These investments could 
be both in the primary and the secondary 
markets. Besides the exciting product of 
direct equity, there are mutual funds 
that invest their corpus only in the equity 
market. These are called, but of course, 
equity mutual funds. 

Equity is the most exciting of the 
products but is also the most risky one. 
However, in any proper wealth manage- 
ment plan, there is exposure planned, 
however limited, to equity. The reason 
is that equity, as an investment option, 
has the ability to outperform inflation 
and any other form of investment option 
in the long run. However, caution has to 
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be exhibited in not going overboard in 
these investments. 

Going overboard im equities can be 
controlled by the wealth manager work- 
ing out a debt-equity ratio for the client. 
Tais ratio is usual y arrived at bv a dis- 
cussion between the client and the 

imple terms, this 
ratio indicates the percentage of the to- 
tal investments of a person that are in 
debt and equity prodacts. А debt equity 
ratio of 60:40 would indicate that 60% 
of the client's total investments are in 
debt class while the balance 40% is in 
equity class. By keeping to this mutu- 
ally agreed ratio, the wealth manager 
can ensure the balance of investments. 

Coming back to investments in 
the equity class. Investors can choose 
direct equity when they want to keep 
some contrcl on the shares that they 
buy and/or sell. Even with the help of 
ће wealth manager, who has access 
to information based on research, 
there is a fair bit of involvement from 
tne client. For these who are happy 
with this involvement, direct equity 
is an excellent forro of investment op- 
tion. Usually, the direct equity port- 
folio of an investor would have be- 
tween 12 to 20 stocks spread across 
5 то 7 sectors. The weightages in dif- 
ferent sectors and stocks vary from 
time to time depending on the chang- 
ing conditions of the market. While 
any direct equity portfolio would have 
a long-term perspective, the investor 
would be advised 10 book profits dur- 
ing market rallies. On the other hand, 
the investor would also be advised to 
cut losses should the market go into a 
fall mode. 

However, there are investors who do 
not want to take a call on the recommen- 
dations given by their wealth managers. 
While they do wart a flavor of the equity 
market, they want a hint of safety as 
well. For this class of investors, the eq- 
uity mutual funds are а good option. 
Each equity fund has an objective of in- 
vestment. The fund manager follows the 
objective and trades in the market with 
the corpus funds Thus, the decision to 
buy and/or sell shares is solely that of the 
fund marager anc the common investor 
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has no say in the matter. Each fund man- 
ager is a qualified individual who invests 
within the broad framework ofthe guide- 
lines laid down by the asset manage- 
ment company. There are enough control 
measures built in the system to prevent 
any misuse of funds. The private mutual 
funds are also уегу transparent in their 
dealings and at any given time the inves- 
tor knows exactly where the funds are in- 
vested. 

Wealth managers sift through the 
number of equity funds available in the 
market and choose the ones which suit 
their clients’ profiles. The wealth man- 
ager can choose from aggressive funds, 
diversified funds, sectoral funds, divi- 





dend concentrated funds, index funds, 
etc., to name a few. Further, the wealth 
manager could also choose from various 
options in the funds. For example, for a 
long-term investor the wealth manager 
could suggest a systematic investment 
plan where each month a specified sum 
is invested in the fund. This gives the 
advantage to the long-term investor of 
averaging out the purchase price as the 
highs and lows in the market even out. 
Or, there could be the growth option for 
the investor who wants to compound the 
earnings over a period of time. Thus, the 
wealth manager will offer his clients 
equity products to suit the client's pro- 
file and investment horizon. 

Besides the above, a new entrant in 
the basket of investment products is in- 
surance. With more private sector com- 
panies joining the fray, insurance has 
become a part of the financial plan of 
wealth managers. Again, there is a fair 
amount of expertise which is required to 
find the right product for the investor. 
The wealth managers are trained inten- 
sively and acquire the training required. 


Superior service 


И would be only prudent to mention 


Optimizing returns on investments for clients 
remains the core objective of private bankers. 


here that while wealth management in 
general is not restricted to the HNWIS, 
there is indeed one service within 
wealth management that is. This is 
the private banking service. Private 
banking is nothing but wealth man- 
agement for the really HNWIs. The ba- 
sic premise of wealth management re- 
mains the same but the quantum of in- 
vestments does not. Most private 
bankers sign on individuals as clients 
only if the said individuals have an as- 
set portfolio of over Rs. 1.00 cr. 
Optimizing returns on investments 
for clients remains the core objective of 
private bankers. However, compared 
to an average wealth manager, the pri- 





vate banker has a deeper relationship 
with his/her client. Then 'Know Your 
Client’ mantra is even stronger for a 
private banker. The private banking 
client gains by this as the private 
banker has a more meaningful under- 
standing of his needs and thus is able 
to provide better service. 

Superior service is the hallmark o! 
private banking service across the world. 
Within India, too, the private banking 
service is typified by the clients getting 
superior service for their investment-re- 
lated needs. There is still some lack o! 
clarity in the Indian client's mind today 
about what private banking is about 
This lack of clarity is the result of the 
confusion created by many banks in the 
market by terming their priority/per 
sonal banking service as private bank 
ing. But the true private banking client: 
know the difference. And so do the true 
private bankers. 

To conclude, a complete set of prod 
ucts and quality service 15 the essence о 
wealth management. Апа, except fo: 
private banking, it certainly not re 
stricted to the HNWIs. = 


eret ti IE e dA OMEN misti e Ae AA AIA MCN E me mim DAMNIS eh Л е ttt unie GONE d PH ру сети 


Reference # 01 M-2007-11-15-0 


| Chartered Financial Analysl 


LATE FOR A BUSINESS MEETING ОВ 
ВАСКЕВОМ А 


~ пе ~ 

< У У ae 

4 Ае, > 
еҷ an 

A И 

IRE. 


p 










GLOBAL ACQUISITION? 


NES: | 
> ў ^ 
4 > 2 1 = 


á 


UNLIMITED 


Corporate Banking 


We have partnered numerous corporates 
by providing cross-border acquisition financing. 


Business Banking | Savings and Deposits | Rural Banking | Credit Cards 


Ш BANKING 





Indian Banks 


Impact of Globalization 





The economic liberalization measures introduced by the Government of 
India, coupled with the trends toward globalization, have substantially 
impacted the Indian banks. Thanks to this impact, Indian banking is 
undergoing a transformation process. 


— M Sreedharankutty 


Head-NhI & NI! Business Group, The Dhanalakshmi Bank Limited, 


Corporate Office, Trichur 





he long and arduous course of 

banking reform as part of a total 

package has already been taken 
and the changes it has brought about in 
the ethos of Indian banking are signifi- 
cant and revolutionary. Indian banking 
13 not just passimg through a transition 
stage; it is undergoing a transformation 
or even transmutation process. 

Banks where it would be nice to 
work even if there were no customers 
are a thing of past. There is a grow- 
ing awareness amongst banks that 
invisible assets such as human capi- 
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tal, the capacity to innovate, flexibil- 
ity in marketing, customer ecstasy, 
which do not form part of the balance 
sheet, make the difference. In a diz- 
zyingly competitive market, doing 
business in the traditional way is no 
longer adequate. Serving a predictable 
market with generically designed 
products will not deliver the goods. 
Present day customers want a bank's 
products to be individualized to meet 
particular needs, situations and 
lifestyles. Innovation, flexibility, 
improvization and, above all, thought- 


ful anticipation of customer needs and 
the capacity to surpass them have be- 
come the mantras to court success. 

As trade barriers have tumbled 
down, the whole world has shrunk into 
a ‘Global Village’. The foreign exchange 
reforms, which will ultimately lead to 
full convertibility of the rupee, will 
throw up a host of new opportunities, 
which will bypass the banks if they are 
not equipped to meet global competi- 
tion. 

Indian banks always have had con- 
flicting objectives—depositors need 
high rates of return as they have alter- 
nate avenues of deployment, especially 
investment in mutual fund, ably sup- 
ported by a surging stock market. The 
mutual fund asset under management 
has reached a staggering Rs. 489,000 
cr. In sharp contrast to this, the trade 
and industry interested in reducing 
their production cost want low interest 
rates. Banks, therefore, have to strike 
a nice balance to discover the golden 
mean. 

There is a level-playing field, rea- 
sonable level of autonomy and a full 
measure of accountability. As India is 
viewed as one of the biggest growth sto- 
ries among emerging markets and 
against the backdrop of allowing for- 
eign banks to set up shops in rural In- 
dia and take over weak banks with an 
investment of up to 74%, foreign banks 
will invest more in India. Besides or- 
ganic growth, these banks will expand 
in India by buying stakes in private 
banks and setting up NBFCs. This will 
force Indian banks to stretch their 
muscles to match those of the competi- 
tors. The changed dispensation calls 
for change in management attitude 
practices and styles to bring about the 
desired results. The winds of change 
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sweeping across the industry will 
compel the Indian banks to take a 
highly professional attitude with a 
view to ensuring optimal capital alle- 
cation, better profitability, prudent 
risk management practices, compli- 
ance with Basel П guidelines, etc. 

The world has moved and is mov- 
ing much more towards a global 
economy. The economy runs on knowl- 
edge today. The key driver in staying 
ahead of competition is technology. 
The Indian banking scene, a few years 
Gown the line, can be visualized as fol- 
lows: 

Banks will embrace new technology 
in the entire spectrum of activities. 

Indian banks will think global and 
adopt international best practices. 

The Public Sector Banks (PSBs) will 
be viewed as commercial institutiens 
and not as instruments of social policy. 

The PSBs will get a level playing 
field when it comes to paying market- 
related salaries to the staff. 

The share of informal finance 
sector will come down significantly 
and the usurious interest rates, 
which are the hallmarks of the infor- 
mal finance sector, will plummet. 

Many foreign banks will join the 
private bank’s party with strategic 
stakes. 

Banks will expand their product 
offering. There will be ‘customer par- 
ticipation’ rather than ‘customer con- 
tact’ in service production process. 

We will see development financial 
institutions turning into universal 
banks and competing with banks. 

Many of the Indian banks will be- 
come global players. 

Large international banks will be 
taking stakes and control over bank- 
ing entities in the country. 

Knowledge management will be- 
come a critical issue. 

Retailing will hold the key to 
'mass-market bank. 

The SME sector would emerge as a 
major contributor to employment gen- 
eration. 

Micro-credit will increase by leaps 
and bounds. ‘Gomg rural’ could be the 
new market mantra. 
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State-owned banks will get wired 
up and start providing the entire 
gamut of services such as e-banking, 
tele-banking and WAP banking. 

Off-site surveillance and risk- 
based supervision will be the order of 
the day. There will be an added focus 
on corporate governance. 

eCommerce and Internet banking 
would become part of the daily routine 
of an average housewife. 

We can see housewives doing ac- 
tive transactions with banks through 
interactive TVs sitting in the comfort 
of their home. 
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Brick-and-mortar banking will 
continue, though to a lesser extent 
banking will continue to be people 
business. 

Due to the pressure on Net Interest 
Margin, banks will be forced to in- 
crease fee-based income by selling in- 
surance products, mutual funds, etc. In 
short, banks will act as one-stop finan- 
cial shop offering all financial services. 

Instead of weak banks merging 
with strong banks, we will see merger 
between strong banks. 

The share of business of Private 
Sector Banks will surge significantly. 
There will be very strong profession- 
ally-managed private sector banks. 

What is almost exclusively a bank's 
business now eould be shopped at a va- 
riety of financial intermediaries. 

We can see banks selling mutual 
funds, insurance products, stamp pa- 
per, gold and precious stones, postal 
articles, underwriting of securities, etc. 

We will see, as payment mecha- 
nism, more of credit cards, debit cards, 
e-cheques, smart cards, virtual money, 
e-purses, etc. 

There will be a substantial in- 
crease in the usage of Automated 
Teller Machines, Cash Dispensers, 
and Point of Sale Terminals, etc. 





Instead of weak banks merging with strong banks, 
we will see merger between strong banks. 


Fund transfers will largely be 
through Java-enabled mobile phones. 
Mobile phones will play an increas- 
ingly important role in financial 
transactions. 

There will be an increase in the use 
of ATMs for selling mutual funds, 
making credit card payments, paying 
utility bills, etc. ATMs may be used 
for selling stamps and postal articles 
also. 

Banks will be dominant players in 
mortgage business, especially reverse 


mortgage. 


Bank's staff will be smaller. There 
will be outsourcing for marketing of 
products. 

There will be sporadic increase in 
the number of Internet users. In 
India, it has already touched 100 mil- 
lion. 

The Indian rupee will become fully 
convertible on the capital account by 
the year 2012. 

Islamic banking as it is practiced ir 
other parts of the world will take firm 
roots in India as well. 

There will be reverse brain drain. 
The huge increase in the salaries cut- 
ting across all sectors of the economy. 
will make foreign assignments less at- 
tractive. 

The economic liberalization mea 
sures introduced by the governmen! 
coupled with the trends toward glo 
balization have substantially alterec 
the banking turf. As we have travelec 
a great distance, the globalizatior 
process is irreversible. Bridging the 
gap of where Indian banks are today t« 
where we need to be in future is as for 
midable as it is exciting. The greates 
challenges will be on the human re 
sources front. п 
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Credit Cards 


Ethical Issues and Challenges 


Credit cards come with great convenience and benefits. However, world over, 
credit card companies are facing ethical issues with regard to their business 
model and practices. While credit cards are a convenient payment instrument 
for a segment of people in India, for the masses, we may have to invent an 


appropriate debit payment instrument. 


— KNC Nair 


Chief Knowledge Officer, Enzen Technologies, Bangalore and 


former Assistant Adviser, RBI 





he magical convenience of credit 
cards made it the most popular con 
sumer payment instrument in 
most of the developed economies. Credit 
cards have been in use since the 1960s in 
the US. However, it has started generating 
profits only since the 1980s when the bank- 
ing industry successfully eliminated a 
critical restriction, i.e., the limit on the in- 
terest rate a lender can charge a borrower. 
Deregulation and technology revolution en- 
abled real-time transaction processing 
and tracking of personal financial informa- 
tion which facilitated the card issuers to 
manage the risks effectively and extend 
the availability of credit cards across the 
economic spectrum. 

US may be a classical example of 
credit becoming a way of life both for its 
economy and the people. They have over 
640 million credit cards—more than two 
per head and transacted $1,500 bn last 
year through them. Compared to this, In- 
dia is way behind with only over 28 million 
credit cards, having transacted Rs. 45,000 
cr last year. The penetration of less than 
three cards per 100 people is extremely low 
when compared to other indicators like 
mobile phones, where we have a density of 
15 phones per 100 people. However, in the 
last few years, credit card volume and con- 
sumer spends through them in India are 
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growing at 20-2596 annually, more than 
double the GDP growth. 


Advantages of credit cards 

Credit cards provide great convenience and 
easy credit to its users. It also protects cus- 
tomers from any liability for unauthorized 
charges resulting from loss, fraud or mer- 
chant mistake. For the merchants, it can 
help increase their sales and reduce the 
overheads associated with handling cash, 
and is more secure than other forms of pay- 
ment, such as checks. Card transactions 
can bring in more transparency and effi- 
ciency in the payments system which can 
help reduce the overdependency on cash 
and the number of unaccounted transac- 
tions. When used with restraint with bills 
being paid on time, the interest free credit 
for the grace period can be a boon for the 
customers. However, the percentage of 
people who pay their bills on time is still a 
minority, much to the advantage of the 
card issuers. The rest are cash cows and 
are virtually cross-subsidizing the smart 
ones who pay on time and the fraudsters 
who are charged off by the card companies. 


Challenges for growth of credit 
cards 

The fast growing economy and a booming 
middle-class population with an ever-in- 
creasing disposable income, coupled 


with a change in lifestyle to consumer- 
ism, are conducive for the tremendous 
growth of credit cards in India. However, 
it needs a paradigm shift in the ap- 
proach of the card companies to woo the 
discernible Indian customers in large 
numbers. There are heated criticisms 
from users, consumer advocates and the 
government, who accuse the companies 
of charging unfair fees, nuisance charges 
and poor customer service. 

Rates and fees frustrate credit card us- 
ers around the world, but in India, the inter- 
est rates average more than 30% and can go 
up to 5096, and charges for late payments 
can go up to 20% of the overall balance. 


Ethical issues 

World over, credit card issuers are facing 
ethical issues with regard to their business 
model and practices. Many critics say that 
a growing share of the industry's revenues 
come from what they call deceptive tactics, 
such as ‘default’ terms spelled out in the 
fine print of card holder agreements. Issu- 
ers say that because the credit card busi- 
ness is basically unsecured lending, the 
risks associated with the business must 
be offset. It is only natural that the credit 
card business tops in complaints than any 
other industry in the US. In India also, the 
RBI’s ombudsman office received 3,700 
complaints from consumers about credit 
card lenders from January 2006 through 
May 2007—nearly two complaints for ev- 
ery 100 cards outstanding. 

Credit card companies use aggressive 
marketing strategies to woo new custom- 
ers and up-sell to existing ones. They en- 
courage customers to spend more, up- 
grade to the next plan, get a higher credit 
limit, and then spend more. It may be 
questionable from an ethical standpoint. 
One in every seven Americans today is 
dealing with a debt collector because they 
can't make their payments. Indians have 
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sc far managed to keep away from this 
trap. but the trend is slowly changing, 
thanks to consumerism and the spread of 
the culture of instant gratification ameng 
the youth. Complaints abound in India re- 
garding the high-handed methods used by 
the recovery agents contracted by the 
credit card issuers to collect the dues. The 
agents frequently know little about the 
debtor except for the name, last known 
address, card issuer and account number, 
and amount due. As a result, many а 
time, the wrong individual is targeted by 
the debt collectors. 


Hidden costs and fees 

Hidden cost is an issue that keeps many 
from getting into the credit card hassles. 
АГ credit cards carry different types offees, 
namely joining fee, annual fee, renewal fee, 
add-on fee, card replacement fee, photo- 
card fee, etc. Waiver cf one fee does not nec- 
essarily mean waiver of other fees. Mer- 
chants pay typically = fee of 1-3% for larger 
merchants and 3-6% for smaller mer- 
chants to process credit payments. The 
prohibition on surcharging or cash dis- 
counts is enforced by law in some countries 
though. Some critics have observed that 
this results in what is effectively a hidden 
expense on all transactions conducted by 
merchants who accept credit cards since 
they must build the cost of transaction fees 
into their overall business expense. Fur- 
thermore, cash and other non-credit card 
using customers are in effect made to sub- 
sidize credit card user purchases. 


Frauds and misuse 

Being unsecured loans, it is only logical 
that the risk of bad debts is very high in 
credit card lending. This, coupled with ag- 
gressive competition among the card com- 
panies and diluting the KYC (Know Your 
Customer) norms by the sales agents will 
lead to a high rate of write-offs of the bad 
debts accumulated. Instances of breach їп 
confidential financial information of card 
customers and even identity thefts have 
been reported at the BPO firms. It has been 
reported that durmg 2006, private banks 
in India have incurred a loss of Rs. 18 cr and 
foreign banks lost Rs. 12 cr on aceount of 
frauds alone. It is ultimately the honest 
customers who have to bear the brunt of 
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the losses through very high rates of inter- 
est charged by the card companies. About 
10% of credit card accounts in India are 
written ‘charged off, or have fallen so far 
behind that they are never expected to be 
paid, compared with about only 4% in the 
US, according to Standard & Poor's data. 


High interest rates on card dues 

Around the world, the interest rate on a 
credit card is significantly higher than a 
home loan, considering the inherent high 
risks. For example, in the US, the current 
average interest rate for a 30-year fixed 
rate home loan is around 6%, whereas the 
average credit card interest rate is around 
14%. It means a credit card is about 2.3 
times more expensive there than a home 
loan on an average. In India, a credit card 
(at an average rate of 34%) is about 3.2 
times more expensive than a home loan (at 
an average rate of 10.50%). What this com- 
parison does not reveal, however, is that 
the lowest interest rate in the US on а 
credit card is around 7.50% p.a. which is 
not that far off from the home loan rate. In 
India, however, the lowest credit card rate 
is around 2066 which is still twice the home 
loan rate. The Indian rates are still higher 
when the 12.24% service tax on the interest 
charged on a credit card is added. Credit 
card issuers justify the need to charge 
high rates and fees in India because of 
the market's uncertainties. Besides, the 
lack of a reliable credit bureau to track 
the borrowers' payment histories, India 
has no unified identification standard 
like the US social security number. Also, 
banks in India charge the same rate for 
all credit card consumers irrespective of 
their credit profiles and payment history. 


Misguiding minimum payment 

Normally, the minimum payment in- 
sisted by the card companies on the bills 
outstanding balance is 596. Some custom- 
ers are not aware of how long it will take to 
repay a debt by paying only the minimum 
each month. Many customers knowingly 
or unknowingly fall into the trap and end 
up paying the hefty interest and service 
charges in future. It has recently been sug- 
gested that credit card companies include 
a warning on their statements discourag- 
ing customers from paying only the mini- 


mum amount, however few сотрапі 
have so far acted upon this. 


Enticing new generation 
customers 

The experience ofthe US should serve as 
lesson for India in luring the young gener 
tion to the credit card debts. The maj 
credit card companies there have been a 
cused of targeting a younger audience, 
particular college students, many 
whom are already in debt with college t 
ition fee loans and who typically are le: 
experienced at managing their own 1 
nances. ш India, it is estimated that tl 
young people working in IT, call center 
BPOs, people who have just started ear 
ing have been an easy bet for the cred 
card companies, and a high percent 
them will be revolving credit. Catchir 
them young is the best strategy found | 
the card companies to ensure their futui 
revenues for many decades. 


Future of plastic 
Credit cards should be a key instrument in 
sound and secure national payment systei 
envisaged for India, with tremendous pote: 
tial for its growth in the coming years. Hov 
ever, the actual growth will depend on fa 
tors such as a significant drop in the averag 
interest rate, following fair practices, tran 
parency and extending to smaller towr 
and merchants across the country. Also, si; 
nificant steps have to be taken for custome 
education on the use of various plastic card 
Perhaps, it would be better for all the stake 
holders if the credit cards can be confined t 
the segment of population with some min 
mum level of creditworthiness. For th 
masses, debit cards may be the best pay 
ment instrument and its growth has bee 
phenomena! during the last few year: 
thanks to the proliferation of ATMs in th 
country. It gels well with the Indian traditio 
of aversion for credit and love for high rate ‹ 
savings. Perhaps, a secure payment sys 
tem, leveraging on the explosive growth « 
mobile phones in the country and using ou 
IT ingenuity, will go a long way in addressin, 
the needs of millions by transforming th 
mobile device as an affordable and ubiqu: 
tous medium for financial transactions ii 
the near future. 
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Microfinance 


A Business Proposition for 
Commercial Banks 
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From being a non-profit program, microfinance has come a long way. This 
mainstream is attracting more commercial banks and venture capitalists to 
take notice of the commercial viability of microfinance. 


— Mohamad Nazirwan 
Head of Branch of Bank Rakyat Indonesia 





the flourishing of microfinance 

around the globe after the United 
Nations launched the International 
Year of Microcredit 2005. It got further 
impetus when Professor Muhammad 
Yunus, the founder of Grameen Bank 
and the pioneer of microcredit for women 
was awarded the Nobel Prize for Peace. 
Microfinance has proved to be an effec- 
tive tool in the implementation of the 
Millennium Development Goals cam- 
paign to reduce the number of poor 
people by half. 


| n recent years, we have witnessed 
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The beginnings 

Microfinance has come a long way 
since its beginnings as a non-profit 
program to combat chronic poverty in 
developing countries. The best prac- 
tices in the past included the creation 
of state-owned banks by the govern- 
ment to channel subsidized loans to 
farmers to produce food crops and the 
grant of charity by many international 
NGOs to poor inhabitants in order to 
help them come out of the chronic pov- 
erty trap. However, microfinance has 
gradually evolved from social inter- 


mediation to become financial inter- 
mediation which adopts market 
mechanism and commercial prac- 
tices. Surprisingly, this approach has 
worked well at the Bottom of the 
Pyramid (BOP) economy mainstream 
and it has contributed significantly 
to the prosperity of low income house- 
holds and the poor. 

The presence of microfinance insti- 
tutions in local community has suc- 
cessfully opened financial access tc 
micro-entrepreneurs and under: 
banked clients who need loans foi 
working capital and investment. The 
spectrum of commercial microfinance 
also broadens through providing sav: 
ing products, remittance and payment 
system to the entire society in an effi 
cient way and profitably. A key featur 
of this approach is double botton 
lines that seek profits and also creati 
social values. One of the best ex 
amples and also the pioneer of com 
mercial microfinance is BRI Uni 
Microbanking System which devel 
oped over two decades ago. 


Microfinance and banks 

Today, microfinance is an emerging busi 
ness. Banks of all sizes, from global in 
stitutions, such as Citibank, HSBC 
Standard Chartered Bank, Deutsch 
Bank, ANZ Bank, Credit Suisse ani 
ABN Amro, to leading investment com 
panies are actively entering this secto 
and developing different business mod 
els of microfinance. Data published b 
Consultative Group to Assist the Poo 
(CGAP), a unit of World Bank that i 
dedicated to microfinance, shows the 
the amount of global funds invested i 
microfinance in 2004 reached approx 
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Microfinance 





mately US$1.1 bn and nearly half of it 
came from the private sector. 

Regionally, there is a long list of 
commercial banks that have 
microfinance portfolio. In the Central 
and Latin America, there are 
Bancosol Bolivia, Banco Solidario 
Ecaudor, Compartamos Mexico, 
Mibanco Peru, Sogesol Haiti and so 
on. In Africa, commercial microfinance 
is practiced by K-Rep Bank, Equity 
Bank and Coop Bank, which operate 
in Kenya, Centenary Rural Develop- 
ment Bank Uganda, the Commercial 
Bank of Zimbabwe and Teba Bank 
South Africa. In Asia, banks such as 
ICICI Bank of India, Alceda Bank of 
Cambodia, Hatton Bank of Sri Lanka, 
Planter Bank of the Philippines, 
BRAC Bank of Bangladesh, XacBank 
of Mongolia, and several major banks 
of Indonesia, such as BRI, Danamon 
and Mandiri, own commercial 
microfinance business. In fact, this 
mainstream has driven more commer- 
cial banks and venture capitalists 
into taking notice of the commercial 
viability of microfinance. 


The incentives 

There are several incentives that at- 
tract commercial banks to 
microfinance market. The findings of 
a study by Hatice Jenkins from HIID 
Harvard University suggest that the 
leading driver of commercial banks 
having microfinance business is 
profit motive. Most of the commercial 
microcredit schemes can generate 
double digit profit margin, which is 
substantially above the returns of 


Flow of Institutional Credit to Agriculture 





Microfinance 


The world over, microfinance institutions are evaluated on the basis of five criteria: 


Has there been a significant improvement in the living standards of the people targeted? 
Has there been development of a sustainable microfinance institution? 

How reasonable are the rates of interest charged? 

Are any coercive methods used for recovery of loans? 

ls there an element of government subsidy involved? 


Source: www.thehindubusinessline.com 


SME loans and corporate lending. 
Other triggers are the changing mar- 
ket conditions and the increasing 
competition in consumer finance 
lending to medium and large enter- 
prises. Other factors such as regula- 
tions imposed by the government, in- 
novations in banking technology, 
awareness of poverty alleviation and 
social values have also influenced the 
commercial banks’ decision to foray 
into the unbanked segment. In addi- 
tion, commercial banks have a num- 
ber of competitive advantages, such 
as management expertise, systems 
and physical infrastructure in place, 
and ability to mobilize deposits and 
have access to other sources of funds. 


The business of microfinance 

However, microfinance is not a simple 
business. The business of 
microenterprise lending is complex and 
requires significant technical capabili- 
ties, though its basic principle is derived 
from conventional banking practices. 
Some experiences show that many com- 
mercial banks were unsuccessful in tap- 
ping the microfinance customers. The 





Agencies 2002-03 2003-04 

Co-operative Banks 23,716.38 26,958.79 
RRBs 6,069.79 — 7,581.15 
Commercial Banks 39.773.60 — 52,440.85 
Grand Total (1+2+3) 69,559.77 86,980.79 


* Upto December 31, 2006 
Source: www. indiabudget.nic.in 
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(Rs. crore) 


2004-05 2005-06 2006-07* 
31,424.23 39403.77 3317432 
12,404.00 15222.80 15,170.03 
81,481.14 125858.90 1,00,998.81 
1,25,309.37 1,80,485.57 1,49,343.16 


most common cause is the lack of knowl- 
edge and information on the informal 
sector which is the core ofthe target mar- 
ket for a microfinance institution. Gener- 
ally, the customers have a limited lower 
educational background, the enterprise 
ownership is family-based, with mul- 
tiple sources of income and lack of mar- 
ketable collateral. Moreover, the typical 
business is very dynamic, with fast turn- 
over and high returns. Clearly, a good un- 
derstanding of BOP segment will help 
banks in designing products, terms and 
conditions, operational framework, etc. 
The second issue is high operational cost 
and initial investment. The big challenge 
in doing microfinance lies in controlling 
the cost of each unit lending that is rela- 
tively high due to ‘a to z processes, which 
should be personally handled by credit 
officer. In other words, employment pay- 
roll is a critical issue in microfinance op- 
erations. Oftentimes, limited infrastruc- 
tures, particularly in remote areas, also 
contribute to the overhead cost and net- 
work developments. 

To be successful in microfinance 
business, there are several issues 
that must be pondered over by com- 
mercial banks. The most important 
consideration is how to build a cost- 
effective business model and achieve 
economy of scale. Indeed, all the usual 
requirements for a successful busi- 
ness should be in place including vi- 
sion, commitment, strong manage- 
ment, robust control and supervision, 
accounting and information systems, 
well-aligned promotion and compen- 
sation policies, great products, good 
customer service, and so on.s 
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Ш ART AND ARTISTS 


African Imprints 


On winter evenings, the evenings of 
fires and legends, the dying or rekindling 
lights sketch fleeting apparitions on the 
shadowy background... 


oonbeams drift through the 
| canopy of leaves, suffusing 
the brooding forest with an 


eerie glow. The ‘beating of the tom-tom 
grows to a fierce exultant boom whose 
throbs seem to fill the air with vibrating 
rhythm.’ Primeval Africa. Here, thou- 
sands of years ago, man left the im- 
prints of his ability to speak in images 
on rock shelters. 

The primitive artist was not an aes- 
thete but a magician. Art historians specu- 
late that perhaps in the depths of gloomy 
caves, the artist-magician had to enter into 
a ritualistic trance, be possessed by the soul 
of the animal, whose image he could then 
portray on the wall of his cave. The dead 
beasts become the protecting divinities for 
the tribe; their image is set up in the most 
distant and dark corners of the cavern, so 
that their power would be increased by ob- 
security and mystery. When the primitive 
man thus creates a work of art as an act of 
magic propitiation, he escapes from the 
unpredictability of his existence, and cre- 
ates what is for him a visible expression of 
the absolute. 

Africa's remarkable art tradition can 
be traced back to the Stone Age hunters 
who painted and engraved on rocks and 
rock faces. Rock shelters in Southern and 
Eastern Africa contain particularly rich 
collection of paintings, including figures 
with both animal and human features— 
xnown as therianthropes—handprints, 
geometric designs, and historical scenes. 
Some of the most striking examples are 
paintings of graceful images of animals 
—both wild and domestic. These ancient 
rock images, some of which are more 
than 20,000 years old, have withstood 
the ravages of time. 

The story of art 15 inextricably linked 
with the story of man's religious and aes- 
thetic inclinations or man's emotional atti- 


78 | November 2007 | 


tude towards the universe—the evolution 
from magic and animism to religion. What 
is labeled 'primitive' is in essence an inef- 
faceable and enduring aspect of man's ar- 
tistic consciousness. As the visible product 
of ceremony, ritual, and belief, art can be 
used to investigate social organization, 
magical practice, and religious custom. To 
a great extent, the key to how the ancient 
Africans interpreted their physical and 
spiritual worlds lies in their rock art. Some 
anthropologists have suggested that much 
rock art in Southern Africa has a deep 
spiritual and religious meaning and is as- 
sociated with the hallucinatory experi- 
ences of shamans during healing rituals. 





Southern Africa is one of the richest 
prehistoric art regions in the world. It 
includes more than 6,000 Bushmen 
sites, almost all rock shelters, with per- 
haps 150,000 to 175,000 paintings. The 
Bushmen/San—the only inhabitants of 
southern Africa for thousands of years 
—have left ‘traces’ of their spirit on 
rocks. They turn out to be one of the 
early artists of mankind, creating, leav- 
ing behind their ‘stories,’ their magical 
view of life, for posterity. 

Bushmen paintings are found on the 
face of bare rocks, in caves and semi- 
grottoes. These are alive with vivid 
little forms: bowmen hunting and fight- 
ing, ritual scenes, dancers, and sacrifi- 
cial scenes. We discover a lively dance of 
human figures in a wonderfully vibrant 
style, developed with a sense for the 
composition of scenes and the rendition 
of movement. Every line in these aes- 
thetically remarkable paintings ex- 


presses movement and life, be it run- 
ning animals or hunting scenes. Differ- 
ent tones of color are used to emphasize 
rhythm and movement. There is evi- 
dence to show that the places, where 
they were found, were in some way re- 
garded as sacred by the Bushmen. 

The art of these primitive people is 
sympathetic towards nature. Plants, 
animals, the human form itself, are 
portrayed with loving care. 

The eland—the largest and most im- 
pressive antelope of Southern Africa and 
the most frequently depicted species in the 
rock paintings—is described as “the hall- 
mark of Bushmen art.” It occupied a cen- 
tral place in Bushmen mythology as the 
animal of the greatest spiritual power. 
Lewis-Williams documents the central 
role of this antelope in rituals associated 
with a boy’s first hunting kill, marriage, 
rain making, healing dances, and with the 
entire structure of Bushmen religion. 

Bushmen art is primarily figurative, 
representing humans, animals and fig- 
ures which are at once human and beast 
(therianthropes) and are thought to rep- 
resent the trance experience of Bushmen 
shamans. Their art is particularly no- 
table for their illustrations of ritual cer- 
emonies in which village shamans in- 
duce rain, propitiate the spirits, or cure 
illness. Such scenes have also been con- 
strued as mythological in character: the 
therianthropes and other images might 
be related to San myths and beliefs 
about the spirits of the dead. 

Aesthetically, these paintings rep- 
resent one of the high points of visual 
creativity, whose significance stretches 
far beyond the bounds of Africa. The ar- 
tistic legacy of prehistoric Africa is of 
such expressive power, subtlety and 
beauty that we can say with conviction 
—the ‘primitive’ is indeed alive. в 

— Dr. PG Nirmala 
Faculty Member, Academic Wing, 
The Icfai University, Hyderabad 
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Interest Rates 


Future Outlook 





In fast emerging economies like India, monetary policy management has 
become even more demanding. A future outlook on interest rates, therefore, 
depends on the simultaneous movement of a host of factors, both global as 
well as domestic. 


– Madhavankutty G 
Economist, Andhra Bank 





f the recent trends in Indian 

economy are any indication, the 

‘impossible trinity—the impossi- 
bility of ensuring the coexistence of a 
discretionary monetary policy, open 
capital account and exchange rate sta- 
bility—seems to be in force. The appre- 
ciation of the Indian rupee vis-a-vis the 
US dollar by as much as 9% over the 
last five months signal that dealing 
with the trinity has become more com- 
plex. Increasing financial integration 
has also brought in its wake consider- 
able uncertainties which have made it 
difficult to accurately capture the dy- 
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namics of interest rates, exchange rates 
and inflationary movements. In fast 
emerging economies like India, mon- 
etary policy management has become 
even more demanding since the smooth 
transmission of policy signals to all sec- 
tors of the economy is also constrained. 
Determination of an appropriate inter- 
est rate structure is one of the prime 
objectives of any monetary authority. 
However, interest rates are determined 
by a multitude of variables including 
interplay of real and monetary factors. 
A future outlook on interest rates, 
therefore, depends on the simultaneous 


movement of a host of factors, both glo- 
bal as well as domestic, and the reac- 
tion of the monetary authority to such 
stimuli through policy measures at its 
disposal. 


Global factors influencing interest 
rates 

US Fed rate 

The likely stance to be adopted by the 
US Federal Reserve is a closely 
watched aspect for considerations re- 
garding future interest rates. Re- 
cently, the Fed lowered its discount 
rate window by 50 basis points, from 
6.25 to 5.75%. The magnitude of the 
recent subprime crisis has showed 
that it is deeply entrenched in the US 
economy and has adversely affected 
banks, hedge funds and financial in- 
stitutions with exposure to the below 
investment grade Collateralized 
Debt Obligations (CDO). This has led 
to an urgent need to infuse these be- 
leaguered institutions with sufficient 
cash to stay afloat. Hence, a strong 
perception has gained ground that 
US will follow an easy money policy 
and cut the Fed funds rate by at least 
50 basis points or more in the ensu- 
ing periods. Moreover, the grim em- 
ployment outlook adds more credence 
to the above perception. 

Some economists and analysts have 
even predicted that a recessionary pe- 
riod may be setting in the US. Anyhow, 
it is unanimously agreed that US eco- 
nomic growth will grow only 2% in 
FY2007-08. Thus, all indications pre- 
dict a cut in the Fed rate. 

Thus, a Fed rate cut will trigger a 
rate cut by the RBI to lower the inter- 
est rate differential between the two 
countries. 
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Movement in Fed Funds Rate 
(January 2007 - August 2007) 


Jan- Feb- Mar- Apr- May- Jun- Jul- Aug 
07 07 07 07 07 07 07 07 





The above graph reveals, the Fed 
funds rate has maintained a pause ever 
the period January-August 2007. This 
leads us to infer that the crisis in the 
economy will oniy foree further rate cuts 
:n the future. 


Benchmark rates of other leading 


central banks 


The European Central Bank has 
maintained its benchmark rate con- 
stant after a 25 basis point hike in 
January 2007. However, the Central 
Bank of UK has kept its key rates 
unchanged. 

The Table below shows that ex- 
cept for the People’s Bank of China, 
other central banks also maintained 
a pause in interest rates. This sends 
a clear signal that central banks are 
wary of a rate hike at least for the 
time being. 


Global growth forecasts 

Global economy is expected to grow at 
5.2% for 2008, mainly led by the emerg- 
ing market economies such as Brazil 
and India. However, this growth rate is 
the same as that predicted for 2007. 


The crisis in the US housing market as 
well as increasing crude oil prices are 
the factors which may lead to a soft 
landing of the world economy. The 
growth is projected to slow down for the 
euro area, Japan, the UK and the 
emerging market economies over the 
previous year. However, the highest 
growth in percentage terms is esti- 
mated to be contributed by emerging 
market economies at 7.6% in 2008. 
Though the US economy is projected to 
grow 2.8% in 2008 up from 2% esti- 
mated for 2007, it will be lower than 
3.3% achieved in 2006. 

However, a prolonged impact of the 
crisis in the US housing market may 
lead to still lower growth for the world 
economy. European Central Bank has 
already injected funds into its finan- 
cial institutions to bail them out of cri- 
sis. Hence, with downside risks to glo- 
bal economic growth in force, the indi- 
cation is towards a decline in interest 
rates to support world economic 
growth. 

In short, major developments in the 
world economy indicate a low interest 
rate regime at least for the rest of the year. 


Domestic factors 

Growth in bank credit and deposits 

The year on year growth in deposits 
for scheduled commercial banks was 
23% for FY2007 while advances grew 
by 28.56% during the same period. 
The growth in advances for 2006-07 
is lesser than that recorded during 
2005-06 by about 300 basis points 
due to the series of interest rate hikes 
by the Reserve Bank of India, while 
the deposits grew by 490 basis points 
during FY07 over FY06. Thus, the In- 
cremental Credit Deposit Ratio 
stood at 85.71 for FY2007, while it 


Global Benchmark Rates : A Comparison 


Јап 07 Feb07 Mar07 Арг07 Мау07 Јип 07  Jul07 Aug 07 


European 

Central Bank 350 3.50 . 375 
Bank of England 5.25 5.25 5.25 
Bank of Japan 0.25 0.50 0.50 
Bank of China 6.12 812 . 5.99 
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Scheduled Commercial Bank's Busine 





(Rs. cr except percent 


March August Varia 
2007 2007 over 
Marc 
2007 
Deposits 26,08,309 27,72,024 6.% 
Demand 4,229,138 3,901,970 -8.6 
Time 21,79,171 23,80,054 9.2; 
Bank Credit 19,228,913 19,60,072 1.61 
Credit Deposit 
Ratio 73.95 70.71 


Sources: Weekly Statistical Supplement, 
Reserve Bank of India 


was 109.5 for FY2006. The slowdc 
in credit growth will reduce moi 
supply to a certain extent and s 
press monetary inflation. 

Since the real and monetary «< 
tors of an economy are not wat 
tight compartments, the low mo 
supply will percolate down to : 
real sectors and suppress price | 
els, leading to declining inflation: 
levels. This will reduce the need 
regulatory interventions by the F 
in the form of frequent interest r 
hikes using the monetary pol 
tools at its disposal. 


Crude oil price movements 
Crude oil price has of late react 
$74.50/bbl, which is definitely on : 
higher side. However, the emergi 
market economies have witnessed 
appreciation in their currencies a 
hence, their import bill may not be s 
nificantly higher in terms of their 
mestic currencies. However, dema 
is outpacing at a higher rate wh: 
will lead to a buildup of inflation: 
pressures. The crude oil price deper 
on OPEC production. In the event 
absence of higher supplies, there is 
upside risk to inflation. It is es 
mated that a hike in price of crude 
by $1ЪЫ will shave off 0.596 from t 
Gross Domestic Product of an econoi 
like India. Hence, if crude price mo 
ment is an indicator, if higher OP] 
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CSB surging ahead with innovative products and services 


Catholic Syrian Bank is a Corporate began at the grass roots level more than 80 years 
ago. Through the years, it consolidated its position as a bank that developed a wide range of 
solutions for rural banking. 


In 1972, CSB began its expansion drive, by spreading its activities, both laterally and vertically, to 
cover the entire length and breadth of India. 





Today CSB operates in 13 states and two Union Territories through its 347 branches and 293 
ATMs,.NRI business is an area where CSB has unchallenged business interest and а major 


itcm market share. At present, about 30% of the Bank's deposits are under NRI category. 


In keeping pace with growing technology, CSB began its mechanization program in 1975 itself. 
Ithas leased lines and VSATs in major Cities/Towns, plus Real Time Gross Settlement System (RTGS) in all the branches. 


As on 30" September 2007 the bank's deposits stood at Rs.5134 Crores as against Rs. 4748 Crores as on 31" march 2007. 
The Bank's total advances stood at Rs.3407 Crores as against Rs.3012 Crores as on 31? March 2007. The CRAR ratio as 
assessed by the Bank as оп 31” March 2007 is 9.58% as against the САДА of 9.00 % stipulated by RBI.The profit and 
earnings per share are quite encouraging as on 30" September 2007. 


CSB has introduced several deposit and loan schemes, tailored to suit to the needs of every segment. Its personal loan 
segment schemes like CSB... Farmer Support, CSB. ..Home Plus Support, CSB. .. Women Support, CSB. . . Senior Citizen 
Personal Support and deposit schemes like CSB... Students Support Savings Scheme & CSB Social Support Savings 
Scheme, CSB... Tax Savings Support are only a few in this category. 


It has CSB Health Care Support a Mediclaim Policy in association with he New India Assurance Co. and the CSB Any Time 
SMS Service, to provide instant information on accounts. 


The Bank has received license from RBI to open 19 branches and 25 Offsite ATMs. Moreover the Bank has obtained 
permission to open 7 mobile ATMs at various locations. CSB is the first private sector Bank from Kerala to obtain such 
permission. The Bank is already distributing the products of eleven leading Asset Management Companies. 


We have already a range of competitive products in Forex front and are upbeat on forex business. The Bank has drawing 
arrangement with one Bank and 17 Exchange Houses. More relationships are in the process of making. 


CSB has secured membership in the National Financial Switch of IDRBT for shared ATM network. Now customers of the 
bank can have access of around 13000 ATMs belonging to 24 member Banks all over the country. 


The Bank has launched an International Debitcum-Shopping Card viz. 'CSB..Global Support'in association with VISA 
International, the world's largest bankers card organization. The Global Support Card holders can withdraw cash from any 
VISA branded ATMs ( not just CSB ATMs alone)from more than one million locations and can use the Card at 24 Million 
merchant establishments world wide. The Card holders can transfer funds to any VISA card holder in India, through Bank's 
ATM, irrespective ofthe bank where the beneficiary is maintaining account. 


Thisisthe Relationship Year when CSB intends to streamline all is Customer Relations efforts. 


In this Relationship Year we aim 


* lo keep our existing customers more satisfied and loyal by providing services/products that suit their specific 
requirements. 


* To treat our customers elite and make them feel royal 


è To improve and deepen the bond between the customers and the bank so that the customer talks favorably about the Bank 
and its products 


+ To convert the existing dormant/ inoperative accounts active by constantly contacting such customers in person. 


¢ To attract new customers to our Bank by offering our specialized products to suit the specific requirements of the 
customer. 
We are sure that observance of Relationship year will pave way for grabbing more customers to our fold and in 
strengthening our ties with the existina custamers 
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supplies are not forthcoming, there is 
an upward bias to interest rates. 


Inflation trends 

The Wholesale Price Index (WPI) based 
inflation for the week ended August 31 
stood at a 17-month low of 3.52%, way 
below the RBI tolerance band of 4.5-5%. 
Though the figure is only provisional, 
the revised estimate may be only 40-50 
basis points higher tnan the provisional 
figure, which still puts WPI inflation 
well within the tolerance band of RBI. 
The low inflation is also due to the base 
effect created due to the high inflation 
registered during the previous year. The 
series of monetary tightening measures 


| 


by the RBI using the monetary policy 
tools has reduced inflation by bringing 
down the money supply levels. 

The increase in the price of inter- 
national basket o? crude has not yet 
been factored into inflation expecta- 
tions since the government has not 
hiked the price of LPG, diesel and 
petrol. However, a significant increase 
in the price is on the cards and can 
come into effect any time. Crude oil 
has a weight of 14.2% in the WPI index 
and once the fuel prices are hiked, in- 
flation is certain to go upwards. How- 
ever, the impact cf the crude oil factor 
on the interest rate scenario depends 
on whether the inflation induced due 
to the fuel price hike will take it above 
the 5% level, which seems unlikely at 
this juncture. 


Money supply 

Money supply at 21% is above the de- 
sired level of 17.5% pegged by RBI. This 
is due to the huge inflows into our 
economy from Foreign Institutional In- 
vestors (FIIs). Strong economic growth, 
good earning forecasts from the согро- 
rate sector, and the emergence of new 
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Indian economy, by its very nature, is complex 
and movements in variables like interest rates 
are determined by a large number of factors, all 
of which cannot be simultaneously controlled. 


start-up ventures with potential for 
success are driving FIIs and private eq- 
uity to invest in India. The total private 
equity flows into India during January- 
August 2007 is estimated at $10.5 bn, 
with three months yet to go for the cal- 
endar year, while total PE flows for the 
whole of FY07 was $7.6 bn. The robust 
FII inflows lead to an increase in money 
supply since the rupee funds are re- 
leased by mopping up dollars. 

Though the subprime crisis and 
the unwinding of yen carry trades saw 
FIIs liquidating their positions for a 
short while, much of the lost ground 
has been regained becasue of the con- 
fidence in the Indian economy. The 
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money supply is expected to increase 
due to such factors which may put 
some pressures on the inflationary 
front by pegging money supply growth 
above the 17.5% growth projected by 
the RBI. However, a rate hike will be 
prompted only if the money supply 
increases high enough to take infla- 
tion above the 4-4.5% tolerance band 
of the RBI. 


Movement in bond yields 
The debt market remained range 
bound on ample liquidity in the system 
and easing inflation. The 10-year G- 
Sec closed at 7.90% at end August. Li- 
quidity is also positive. However, the 
RBI sucked some amount of liquidity 
through the Market Stabilization 
Scheme (MSS) and auction of G-Secs 
worth Rs.17,000 cr during August. 

Advance tax outflows coupled with 
a pick up in credit during the busy sea- 
son may see some tightening in over- 
night rates during the coming quarter. 
However, the 10-year benchmark 
rates are expected to be range bound 
at 7.7 to 8.0% 

The market borrowing program of 


the government for 2007-08 is pegged at 
Rs.1,09,579 cr, higher than Rs.1,07,453 
cr for 2006-07. This comes in the back- 
drop of the buoyant growth ofthe Indian 
economy and the growing appetite for 
government securities by the non-bank 
segments. Thus, a slight ‘crowding out’ 
effect cannot be ruled out, which may 
push up bond yields a bit. 


The outlook 

The future outlook on interest rates 
thus depends on the combination of 
domestic as well as global factors. 
Global factors such as a pause in the 
benchmark rates by most central 
banks as well as the financial crisis 
and joblessness in the US points to: 
wards an easy money policy. On the 
domestic front, the signals are mixed. 
Higher international price of crude. 
higher government borrowing pro: 
gram as well as growth in money sup: 
ply give an upward bias to interes! 
rates. However, slow growth in banl 
credit and improvement in the incre 
mental credit deposit ratio over the 
previous year reduce the need to fur 
ther tighten rates. Bond yields are ex 
pected to be range bound. 

If global as well as domestic factor: 
are viewed in toto, we may well expect : 
benign interest rate scenario for th 
rest of the financial year. The base yea 
effect may, however, lead to higher in 
flation in the coming financial year 
Moreover, Indian economy, by its ver 
nature, is complex and movements п 
variables like interest rates are deter 
mined by a large number of factors, al 
of which cannot be simultaneously con 
trolled, as the RBI itself acknowledge: 
The inflow of foreign capital into Indi 
also gives an upward bias to interes 
rates. Hence, though there are signs c 
easy monetary policy from domestic a 
well as global developments, the RB 
may adopt a wait and watch approac 
and put the rates on hold for the rest c 
the financial year.s= 

The views expressed in this article ал 
the personal views of the author and п‹ 
that of the institution where he serves. 
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As banks have turned aggressive in pushing апр pr covering loans, TI becom д а cause of death. 
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g to pay the principal amount 
1 Equated Monthly Instali- 
a gives the bank a lien on the 
he mortgage is paid off in full. 
Its c on the payment of loan, the 
bank has the legal rig o take possession of the 
oy ho se/property and sell it recover the amount due. 
А _ When а bank gives А Joan, it maintains it as an 
жа рге! on its balance sheet, collects the principal 
| a E interest through EMIs, and monitors 


n In ad tion to agreeli 
| the interest фео 


в (EMIs), the loanee 
| bio the property till t 
case the loanee defa 


Now the bank is the aggressor and the ДЬ 
lic is the victim. A man’s self-respect and stat- 
ure in society are all immatert to the agent | 
whe is only primed at recovery. Tt 
ernized version of Shylock’s pound 

– Justice AR Lakshmanan 








bank loan, it is said, i§4ike 
brella—the bank is he А 
ou the umbrella when it is Ow 
sunny, but as soon as it ste Ls ains í E orthy. In other words, the loanee's asset 
ing, the bank demands tk ‘stays charged to the bank till the loan 
brella back. That joke sp | ез. Since the bank is required to 
- holo these assets, or the loans granted, 
fT ‘the funds of the bank are blocked in 
" _ these loans. To increase its liquidity, а 
ank may monetize some of these assets or 
additional funds from the market 


with banks. People often tem 
bank as some sort of social servi 
nization or cooperative body 
welfare of society for its mo 
can be farther from the truth? B | rough Ep 

in business like any other + " | Га 1 1 A owever, a loan may go bad. This 
enterprise. The product that 2: ррепз when the loanee fails to pay the 
and sell is money. While ‚ In such an eventuality, the loan 
branch office is the retail outle comes, in banking parlance, a bad 
banker is the salesperson who tt Ме bt ог а Non-Performing Asset 
sell the product to ensure a pf ES E^ i.e., a loan that is not produc- 
return to the bank at the 7 any income to the bank. In the 
possible risk. E NPAs were confined to only busi- 


А bank loan is one such product. Bank loan Ў, B nesses in India. However, since liberaliza- 
means different things to different people. To a - tion, banks have been widely extending consume! 
bank customer, a bank loan n mean immediate loans to individuals to avoid accumulating idle as- 
cash or ready credit to buy "а house, car, two- sets on their books. This aggressive pushing о: 
wheeler and so on. To a ba а bank loan is one Da oans, even unsecured ones, and often withou! 
of the monetary products or c debt instruments g А ven checking the financial position ofthe custom 
that the bank sells. The bank . offers a sum of rs, has resulted in an increasing number of loar 
money to a customer whoji ја need of the | defaults 
amount under the promise he would pay | TE | 
the principal amount in it nstallments. The ‘4 p4 What the NPAs mean? 
bank gives the loan at a cost, Which is referred | | Me ny private banks, such as ICICI, offer persona 
to as interest on the debt. E | E. up to Rs.15 lakh. These loans do not requir 

A a Ke any security or guarantor, and the amount in EMI 

7 | | сап ђе repaid over a period of 12-60 months. Thes 

The most common type of loar _ loans require um documentation’, and often : 
gage loan. It is often used by ime viduals to bank customer с ра loan without even having t 
purchase a house or a ve icle. TI he b: ink lends the money visit the local branch. While s ich ambitious selling of loan 
required to purchase the proper er the terms of the helps banks to put ће assets 'on their books to good use 


CORO 








Mortgage loan 
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the so-called ‘еазу and hassle-free' 
loans, often granted without checking 
the loanees' capacity to repay the same, 
end up as bad debts. 

However, an increase in the number 
of bad debts or NPAs is a bad advertise- 
ment for a bank in the stock market and 
money market. When a loan goes bad, 
the bank is left with two options: it can 
make the debt better or take it out of 
their books. But before taking an NPA 
out of its books, a bank often tries to 
recover as much as it can from the loan 
defaulter. And thus, the harassment of 
the customer begins. 


The debt recovery agent cometh 
Of late, banks (especially the private) 
have started resorting to the use of no- 
holds-barred strong-arm tactics to 
make the defaulter cough up the 
amount due. From frequent phone 
calls from the Debt Recovery Agents 
(DRAs) to direct threats handed out to 
the defaulter in the presence of his 
family members and others in the 
neighborhood, the harassment may 
take different shapes and forms. There 
are even instances where the school-go- 
ing children of the defaulter were in- 
timidated by the DRAs for the loan 
taken by their father. There have been 
even cases of defaulters resorting to 
the extreme step of committing suicide 
following harassment from DRAs. 
The recent victim is one Prakash 
Sarvankar, a 38-year-old Mumbaikar, 
who committed suicide at his Andheri 
east residence on September 18, 2007 
unable to come to terms with the ha- 
rassment by the DRAs working for 
ICICI Bank, from which he had bor- 
rowed Rs. 50,000. In his suicide note, 
Sarvankar had said that he was taking 
recourse to the extreme step as he 
could not stomach the insults heaped 
upon him by the DRAs. The suicide 
note further alleged that the DRAs 
from the bank would visit Sarvankar's 
residence and abuse him in the pres- 
ence of his family members and neigh- 
bors. A week before his suicide they 
had taken away his music system and 
speakers, and threatened him with 
dire consequences if he did not pay up. 
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He was even forced to submit in writ- 
ing that he would pay one installment 
on September 18. And, Sarvankar de- 
cided to instead put an end to this or- 
deal by hanging himself from the ceil- 
ing before the men came to collect the 
installment. The police have regis- 
tered a case and arrested three DRAs 
and a bank employee in the case. 

In another instance, on June 24, 
2007, K Yadaiah, a resident of Yapral in 
Rangareddy district in Andhra 
Pradesh, died after allegedly being kid- 
napped and confined by the DRAs of a 
recovery firm (Hyderabad-based Elite 
Financial Services) hired by ICICI 
Bank. The 42-year-old Yadaiah, an elec- 


cars, two-wheelers, computers, TV 
sets, music systems, refrigerators, 
washing machines or anything that is 
worth laying their hands on. While the 
agents are paid Rs. 4,000-5,000 a 
month, the agencies get 10-40% of the 
sum they manage to recover. 

While ICICI Bank has compensated 
the families of both Sarvankar and 
Yadaiah with an ex gratia payment of 
Rs.10 lakh and Rs.3 lakh respectively, 
many such cases involving the other 
banks and recovery firms often go unre- 
ported and unacknowledged. This is the 
sad reality despite the declaration of 
the Supreme Court of India that banks 
cannot employ goondas to recover loans. 


Despite the declaration of the Supreme Court of 
India that banks cannot employ goondas to 
recover loans, banks continue to cock a snook at 


the pronouncement. 


trician with the Government Medical 
and Health Sciences Department, had 
taken a measly loan of Rs. 15,000 from 
the bank, and when he defaulted on his 
payments, the DRAs deployed 
musclemen to kidnap and torture 
Yadaiah. According to Elite employees, 
Yadaiah developed convulsions in their 
office and collapsed and died after being 
shifted to hospital. While the role of 
DRAs in this sordid episode is being in- 
vestigated, it is by now an established 
fact that banks often resort to unethical 
means to get their money back. 


RPO – Recovery Process 
Outsourcing 

Who are these dreaded DRAs? Banks 
and other financial institutions 
outsource the job of recovering the loan 
amount to private firms. The private 
firms employ DRAs (read: goons) who 
would not mind going that extra length 
to please their employers. In their ea- 
gerness to get things done, these DRAs 
visit defaulters' homes and indulge in 
tactics that range from simple threats 
to kidnapping defaulters or their chil- 
dren and taking away the defaulters’ 


In the course of the hearing of a case 
against ICICI Bank for forcibly taking 
back a truck financed by the bank to a 
customer in Kanpur, a Supreme Court 
Bench, comprising Justices AR 
Lakshmanan and Altamas Kabir, 
made no bones about its displeasure 
against the employment of musclemen 
by banks and financial institutions. 
While Justice Kabir remarked that “the 
practice of hiring recovery agents, who 
are musclemen, needs to be discouraged 
and that the banks should resort to pro- 
cedure recognized by law to take posses- 
sion of vehicles in cases where the 
loanee may have committed default in 
payment of the installments,” Justice 
Lakshmanan opined that the banks be 
mandatorily held “liable for acts of its 
agents, who have to be identified as reg- 
istered agents of the banks and should 
be brought directly under the purview of 
RBI.” 


The way out 

While, there is nothing wrong, per se, in 
a bank’s opting to outsource the recov- 
ery of the loan amount to external 
agencies, the banks should be careful 
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Post: Lead- Accounting & Finance - 


Company: Apex Knowledge Technology 

job Desc Would be responsible for Balance sheet, 
Liaison with STP! & other govt organizations, Bank & 
Cash transactions and Cost analysis etc. 

Profile: Shall have an experience in IT/ITES & weuld 
be responsible for all fimance & accounting viz. 
Payroll, Complete general accounting. Purchase 
Orders, Cash budgeting, Tracking funds flow etc. 
Exp: 8-10 

Location: Chennai 

Email: gis.hr@aks.apexcovantage.com 


Post: Manager- Finance 


Company: Aptara 

job Desc: Wil! have to папе complete Accounts 
independently & shall have the knowledge of Fund 
Flow Management, Banking, Excise Rules & 
Regulations, Accounting Standards, Statutory & 
internal Audits. 

Profile: Looking for а CA or MBA in Finance having 
an exposure in dealing with Clients. 

Exp: 7-12 

Location: Pune 

Email: Recruitment@aptaracorp.com 


Post: Sales Manager 

Company: Avsarr Quest Pvt. Ltd. 

Job Desc: Looking for Sales Managers who have 
relevant experience in Banking products. Key 
responsibility will be to handle a team ef 30 
Assistant Sales Managers selling CASA product. 
Profile: Ideal Candidate should have atleast 3 years 
of Banking experience in liabilities. 

Exp: 3-8 

Location: Delhi 

Email: avsarr career@gmail.com 


Post: Sr Associate- Risk Consulting 

Company: BMR Advisors 

Job Desc: The candidate will be required to work on 
the Process Reviews, Internal Audit, Operational risk 
management. 

Profile: The candidate should have worked with BIG 
4 as part of financial service practice or shall have an 
experience in financial services 

Exp: 3-5 

Location: Mumbai 

Email: careers@bmradwsors.com 


Company: Brickwork India 

Job Desc: Shall have an ability to read and construct 
a simple balance sheet, income statement and cash 
flow statement 

Profile: Shall have a good understanding of the 
basic financial ratios valuation knowledge using 
DCF and multiples Ability to structure a research 
report. 

Exp: 3-8 

Location: Bangalore 

Email: jobs@brickworkindia.com 


Post: Accounts Executive 


Company: Cosmic Global Ltd. 

Job Desc: Candidate should be well versed in 
principles of accounting and double entry book 
keeping, maintaining books of accounts, Payroll, IT 
returns, knowledge in Tally & MS Office. 

Profile: Required a B.Com, with atleast 3 years 
experience in core Accounts along with the 
knowledge/Full A/c finalization 

Exp: 3-4, Location: Chennai 

Email: resumes@cosmicgloballimited.com 


Post: Sr Accounts Manager 


Company: Daily life Retail & Trading Pvt. Ltd. 
Job Desc: The incumbent would be responsible for 
supervision of Accounting functions, guidelines, 
inspection & Auditing. 

Profile: Shall be a M.Com with 10yrs. of experience 
in Accounts, Auditing & Administration. 

Exp: 10-15, Location: Chennai 

Email: hr@dailylife.in 


Post: Manager- Accounts 


Company: Damasy Retail Jewellery Pvt. Ltd. 

Job Desc: Responsible for handling all facets of 
accounting, taxation, VAT, statutory compliances, 
inventory control and MIS. 

Profile: Should be an Inter CA with 3 to 8 yrs of 
experience in independently handling accounts of 
retail or manufacturing company. 

Exp: 3-8, Location: Mumbai 

Email: hrd@damas.co.in 


Post: Executive- Accounts 
Company: Dart Express Pvt. Ltd. 
Job Desc: Handling day to day account 


responsibilities Proficiency in Tally Good in MIS 
reporting. Good in Communication. Knowledge 
of bill booking, Banking work, Posting of journal 
entries, payroll processing & its taxation, 
Knowledge of tads & Statutory re 

Profile. Minimum qualification of the Candidate 
should be a Graduate in Commerce preferably with 
experience in freight forwarding industry. Should 
have good communication skill and willing to take 
responsibility. 

Exp: 3-6, Location: Mumbai 

Email: hrd@dartexpressindia.com 


Post: Sr Manager- Financial Research 


Company: DE Shaw India 

Job Desc: Responsibilities of the group include the 
researching of financial data and strategies, 
detailed company and sector analysis, forensic 
accounting, and database creation and 
maintenance. 

Profile: Will be responsible for leading and 
motivating a team and will be accountable for 
Service Delivery parameters. 

Exp: 10-15 

Location: Hyderabad 

Email: recruit-india@hyd.deshaw.com 
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Post: Director- Finance 


Company: Donaldson India Filter Systems Pvt. 
Ltd. 

Job Desc: The incumbent will be a strategic partner 
responsible for all financial operations. Will be 
handling a team of 8 people . 

Profile: Required a CA, preferably a CPA with 
experience іп US GAAPE exposure to ММС esply 
manufacturing, would be an advantage 

Exp: 12-15 

Location: Gurgaon 

Email: smita@donaldsonindia.com 


Post: General Manager- Finance 


Company: Durabuild Technologies Pvt. Ltd. 

Job Desc: Responsible for interaction with other 
Functional heads, Management reporting, Business 
Planning, Performance analysis & reviews, Fund 
Management, Commercial laws, Tax & statutory 
compliances. 

Profile: Any Graduate & Qualified Chartered 
Accountant having 12/15 years of experience in 
Finance & Account, handling Business Planning, 
Fund Raising etc. 

Exp: 12-15 

Location: Mumbai 

Email: reshma.toraskar@classicstripes.com 


Company: Era Landmarks (India) Ltd. 

Job Desc: Shall have the knowledge of Income tax, 
sales tax, VAT, service tax, TDS, returns & accounting, 
finalization of books of accounts. 

Profile: Required a B.com / M.Com with 3 - 6 years of 
experience. Should have good knowledge of Income 
tax, VAt, service tax, TDS, returns & accounting on 
ERP module. 

Exp: 3-6 

Location: Delhi 

Email: silvia.s@eragroup.in 


Post: Executive- Accounts 


Company: Green Fiesta 

Job Desc: The job involves Bookkeeping, Accounting 
, ledgering all the types of expenses in the company 
Profile: The candidate should be well versed with 
income tax, sales tax, TDS returns. Shall have an 
expertise in computer accounting is crucial. 

Exp: 3-6 

Location: Delhi/NCR 

Email: greenfiesta(? gmail.com 


Post: Sr. Manager- Finance 

Company: Harita TVS Technologies Ltd. 

Job Desc: Would lead Annual Financial Planning & 
Budgeting, Evolve Operating Margin targets, review 
and control of costs 

Profile: Candidate should be a Chartered Accountant 
with a post qualification experience of minimum 7 
years. 

Exp: 7-12 

Location: Chennai 

Email: k.mahalingam@haritatvs.com 
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Post: Credit Control Manager 


Company: HCL Infosystems Ltd. 

Job Desc: The incumbent must have the ability to 
manage credit /collection process, to co-ordinate with 
various departments / banks as well as 
conceptualizing апда handling recovery of 
outstanding dues from the слепу customers. 

Profile: Must be a commerce degree holder. CAs / 
CFAs would be preferred. Must have 4+ years work 
experience in a similar capacity of an express or 
logistics industry. 

Exp: 8-13, Location: Delhi 

Email: resume.hrd(ohcl.in 


Post: General Manager- Finance 


Company: IDEB Projects Pvt. Ltd. 

Job Desc: Responsible for Coordination with Legal, 
Marketing, and Accounts Departments to follow up 
on the funds, so that these are not blocked to avoid 
any long outstanding dues. 

Profile: Would be responsible for an effective 
supervision of accounting entries, verification of 
transactions, monitoring bank reconciliation 
statements, continuous follow-up with marketing 
and Legal department on outstanding revenue from 
customers. 

Exp: 10-15, Location: Bangalore 

Email: careers@idebinc.com 


Company: Jai Corp Ltd. 

Job Desc: The selected applicant would be fully 
responsible for accounting work up to finalization 
stage at unit level. 

Profile: Must be Commerce Graduate and any Post 
Graduate course & responsible for accounting work 
up to finalization stage at unit level. 

Exp: 10-20, Location: Daman & Diu 

Email: s_yelgawakar@rediffmai!.com 


Post: Deputy General Manager- Finance — — 


Company: KTC Automobiles Pvt. Ltd. 

Job Desc: Over all responsibility of Budgeting, 
Financial Accounting & Control, IS , Financial systems 
& efficiency, Treasury Management ,Liason with 
banks, financial institutions etc. 

Profile: The ideal would be an MBA-Finance/ICWA/CA 
with experience in managing working 
capital, finalisation of accounts, financial controls and 
Liasoning with banks. 

Exp: 7-12, Location: Calicut 

Email: gmhr@ktcgroup.com 


Company: Kuwait Reconstruction House 

Job Desc: Would provide accurate & timely financial 
reports, Preparation of financial statements P& L, 
Balance sheet, Preparation of Annual Financial 
budget for company 

Profile: Looking for СА / CPA / MBA / PG having the 
software knowledge . 

Exp: 3-3, Location: Kuwait 

Email: m.jerald@krhkw.com 
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Post: Account Manager | 


Company: Larsen & Toubro Infotech Ltd. 

Job Desc: Shall have an ability to deal with ambiguity 
along with the good client interaction/management 
skills at all levels from senior management to line ex- 
ecutives. 

Profile: We are looking at professionals having experi- 
ence between 7-20 years, preferably in the IT Services 
industry. 

Exp: 7-12 

Location: Pune 

Email: HeadinsuranceBU@Intinfotech.com 


Post: Manager- Finance Reporting & Accounting 
Company: Novartis Healthcare Pvt. Ltd. 

Job Desc: Ensure reliable and accurate financial re- 
porting processes and systems. 

Profile: Required a Chartered Accountant with 5 years 
of experience in Reporting /accounting and Auditing 
functions. Excellent understanding of ERP systems 
Exp: 3-7 

Location: Hyderabad 

Email: vinod.bachu@novartis.com 


Post: General Manager- Taxation 

Company: Omaxe Ltd. 

Job Desc: To look after tax calculation, quarterly and 
annual income tax returns of 180 subsidiary compa- 
nies. 

Profile: Shall have an experience exclusively in taxa- 
tion with a reputed organization. Candidate must be 
thorough in direct and indirect taxation. 

Exp: 8-13 

Location: Delhi/NCR 

Email: sumeetgoyal@omaxe.com 


Post: General Manager- Corporate Finance 


Company: Portfolio Financial Services 

Job Desc: Developing relation with banks head office 
of any Fl's Bank for Corporate Debt Private Equity as- 
signments. 

Profile: Would be heading the team of business op- 
eration like Private Equity ECB FCCB Mezzanine Debt 
Credit Syndication syndication of corporate loans 
debt etc. 

Exp: 3-8 

Location: Ahmedabad 

Email: hrd(pfsl.org 


Post: Manager - Finance 


Company: Ranaul Technology 

Job Desc: Candidate will be responsible for Project Fi- 
nance, Working Capital Management, Cost Manage- 
ment, Budgetary Control and MIS in manufacturing 
and marketing Units. 

Profile: The ideal candidate will have relevant qualifi- 
cations along with the prior working exposure in the 
similar profile. 

Exp: 10-15 

Location: Kolkata 

Email: jaydip@ranaul.com 





Cnaukricom 






India’s No 1 Job Site 





Company: Revex Plasticisers Pvt. Ltd. 

Job Desc: Will be responsible for branch accounts, 
excise and sales tax. 

Profile: Looking for a Graduate/Postgraduates in 
commerce with the relevant prior working 
exposure in the similar profile. 

Exp: 3-5 

Location: Delhi 

Email: hyderabad.sales@gmail.com 

Company: Seaways Shipping Ltd. 

Job Desc: The person will lead the Internal Audit 
Team Plan and execute comprehensive audit of all 
Group companies/branches and submit audit 
report as per schedule. 

Profile: Person with CA/CA(Inter)/Mcom with 
atleast 5 years of experience leading an audit 
team. 

Exp: 7-12 

Location: Hyderabad 

Email: careers@seawaysindia.com 


Company: SIS India Ltd. 

Job Desc Would be responsible ofr the 
preparation of vouchers on daily basis, entry of 
vouchers in computer & Cash / Cheque / draft 
payments. 

Profile: Assist branch manager in collection & 
disbursement Assist branch manager in resolving 
financial grievances of employees 

Exp: 3-4 

Location: Hyderabad 

Email: gopal@sisindia.com 

Post: Chartered Accountant 

Company: Sudarshan Chemical Industries Ltd. 
Job Desc: Would be responsible for monitoring of 
day to day accounting/ costing , budgetary 
control, statutory audit, strengthening systems 
for effective internal control & MIS. 

Profile: Candidate should be Chartered 
Accountant with experience of handling teams. 
Experience in SAP is essential. 

Exp: 3-7 

Location: Pune 

Email: hrd@sudarshan.com 


Post: Assistant Manager- Internal Audit 


Company: Tata Aig Life Insurance Company 
Ltd. 

Job Desc: Would be drafting Audit Observation / 
reports, Draft audit reports as per specific format, 
ensure all observations have relevant details 
captured in pre audit report 
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experience preferably in an insurance industry 
Exp: 3-7 

Location: Mumbai 

Email: recthelpdeskS5@tata-aig.com 
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Bank Customers: Know Your Rights 


> 


ү 


The КВ! has made it clear that all banks апа Non-Banking Financial Com- 
panies (NBFCs) would be held responsible for their actions and for the 
actions of their agents, franchisees, and other agents with any other name. 
This includes the Debt Recovery Agents (DRAs) too. 


The banks/NBFCs should not reveal any information which is related to 
customers to anyone (including the DRAs) without the specific consent of the 
customer. 


While obtaining the customer's consent, the banks/NBFCs should inform the 
customer regarding the details of information to be shared, the purpose for 
which the information will be used, and the details of the persons/organizations 
with whom the information will be shared. 


It is incumbent upon the banks/NBFCs to inform the customer when details, 
such as the credit history and repayment track record of the customer, are 
shared with any credit information company authorized by the RBI. 


The banks/NBFCs, which authorize an outside agency to collect debt, should 
ensure that all DRAs carry a letter authorizing them to undertake debt 
collection. The agents should earry their identity cards issued by the bank/ 


NBFC or the agency for which they are working. 
> The banks/NBFCs should share only the necessary information with the 


DRAs. 


> The DRAs can contact the customers only between 7:00 a.m. and 7:00 p.m. and 
without causing any undue inconvenience to the customers. 


» The DRAs should interact with the customers politely. 


> The DRAs and the banks/NBFCs should not take recourse to harassment of 
the customer or his/her family members, relations, friends, colleagues, or 


neighbors. 


in their choice of the recovery firms. As 
the apex cour: has suggested, instead 
of abolishing the agency system alto- 
gether the government should ensure 
the registration of DRAs who can be 
held responsible for their illegal ac- 
tions against the loanees. 

Also, banks should desist from 
aggressively pushing loans, espe- 
cially the unsecured ones. They 
should grant loans only after thor- 
oughly verifving the educational and 
financial background of the individu- 
als and satisfying themselves about 
the loanees' ability to repay the 
loans. In their greed to make more 
profits banks should not turn into 
*modern-day Shylocks' concerned 
solely with their pound of flesh with- 
out caring for the hardships faced by 
the people. 
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As for the bank loanees, they 
should be aware of the pre- and post- 
default avenues available to them. A 
loanee can choose to prepay the loan 
fully or as much as possible to reduce 
the EMI after weighing all the pros and 
cons of such a step. If the loanee is 
young, he can request the bank to in- 
crease the tenure within the cap on 
maximum possible tenure. If the 
loanee feels that he might default on a 
secured loan, it is better for him to inti- 
mate the bank, sell off the secured as- 
set (and other assets, if necessary) and 
pay off the loan. The loanee can also 
use the outstanding amounts on his 
credit card (if he has one) to take a per- 
sonal loan and pay off the loan and 
thus buy time in the process. However, 
it is not advisable to borrow from an- 
other bank to pay off a bank loan. 


The banks do not have any right to 
harass a loanee if he is not in a posi- 
tion to repay the loan. The bank can, 
of course, attach the property of the 
loanee, but only through strict legal 
means. It 1$ obvious that the banks 
have been using the services of DRAs 
of questionable character even after 
the Supreme Court has expressly 
held that they cannot employ 
musclemen to recover loans. The 
loanee can complain to the police and 
seek protection if he gets threatening 
calls or visits from DRAs. He can col- 
lect enough evidence regarding the 
threats from the DRAs and hand it 
over to the police. He can take the 
bank to the court for harassing and 
indulging in emotional blackmail. He 
can approach the local consumer fo- 
rums for guidance and help. He can 
also lodge a complaint with the bank- 
ing ombudsman if the harassment 
continues. 

However, before borrowing, an in- 
dividual has to ascertain how much 
he could potentially borrow. To find 
out the affordability of a loan and his 
maximum borrowing capacity, the in- 
dividual has to take into account his 
household gross annual income, total 
monthly income, his earning capacity, 
work opportunities, the number of de- 
pendents, monthly expenses, credit 
card limit, rate of interest to be paid 
on the loan, loan term, existing bor- 
rowings and other repayment com- 
mitments, and decide how much is 
too much. For, it is incumbent upon a 
loanee to stand by his assurance to 
the bank and return the loan with the 
interest. 

In case the loanee feels that he may 
default, he can take the help of a pro- 
fessional or a voluntary group to learn 
the basics of money management and 
find ways to get out of the debt trap. 
For example, he can swap a high-cost 
debt to a low-cost one. While a loanee 
should be aware of his rights as a con- 
sumer, he should also not forget his 
obligations as a party to the loan 


agreement. в 
- R Venkatesan lyengar 
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Interest Rate Management 


An Interesting Conundrum 


t is reported that Finance Minister, while reviewing the 

lackluster growth in the manufacturing sector with key 

industrialists from automobile industry and select bank- 
ers, asked the latter to find ways of lowering their cost of 
funds so as to bring down the lending rates. It is also reported 
that he desired bankers to ensure that interest rates did not 
constrict investment and growth in demand in the economy. 

The next day, the press as usual highlighted the state- 
ment as a diktat to banks from the Finance Minister. As 
though to give credence to the press reports, the country's 
largest and the second largest banks—State Bank of India 
and ICICI Bank—slashed down their interest rates on vari- 
ous loans. The State Bank of India lowered its interest rates 
on new house loans, car loans and truck loans by 50 basis 
points to 200 basis points. It also lowered its deposit rates 
under certain categories. ICICI Bank also cut its interest 
rates, of course, marginally by 25-50 basis 
points on home, car and personal loans. It 
however, did not tinker with its deposit 
rates. 

Intriguingly, both these banks announced 
these reductions as a festive offer to the pro- 
spective borrowers. This only makes one 
wonder 1 these two banks are finding it diffi- 
cult to take a firm view on the future direc- 
uon of interest rates. This sentiment indeed 
5nds its echo in what the Chairman of the 
State Bank of India said immediately after 
the Finance Minister asked for soft interest 
rates: "Deposits are important to us.... We cannot cut rates 
unilaterally, and be out of sync with the market." 

The immediate question that this episode raises is: Who 
has to and how to decide the lending rates of commercial 
banks? Commonsense dictates that fixing of lending rates 
being a commercial decision must be done by the banks them- 
selves since they alone know the cost of their funds, earnings 
foregone by virtue of compliance with mandatory provisions 
under CRR and SLR, their operating costs, provisioning 
needs, cost of owned-capital, and the minimum percentage of 
profit required to be earned to satisfy the shareholders. It is 
thus ideal if the individual bank managements decide the 
lending rates. 

With the launching of financial reforms, banks have been 
empowered to determine their interest rates, be it on loans or 
deposits, of course subject to certain exceptions. But the kind 
of statements made by the Finance Minister recently makes 
one wonder if banks are truly free to decide what is in their 
best interest. Some may even wonder if the present ‘diktat’ of 
Finance Minister can be called an interference from the gov- 
ernment, for the government is the majority shareholder of 
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the public sector banks. True, no one can deny the role of the 
majority shareholder in attempting to define the business 
model. But such an intervention may pose hiccups under cor- 
porate governance, for the Chairman and Board of banks have 
to pursue what is in the interest of all their stakeholders and 
the society at large. It is this conflict that merits due diligence 
from the majority shareholder—the government—and the 
bank managements. 

That aside, the current episode poses a fundamental 
question: Who is accountable for monetary policy? The Re- 
serve Bank of India, the monetary authority, has been 
steadily raising interest rates to moderate the current growth 
rate with an ultimate objective of reining in the inflationary 
pressures. The obvious rationale behind the move is: the cur- 
rent high growth rate is not sustainable, for there is a risk of 
it kicking off an inflationary spiral. If this act of the monetary 
authority has to achieve its intended objec- 
tive, banking system has to respond to it with 
appropriate action, i.e., raising lending rates, 
not lowering them as asked by the Finance 
Minister, for banks are the conduits of the 
monetary policy. Else, the whole effort of the 
monetary authority would go topsy-turvy. 

In view of the RBI's current analysis of the 
economy, one is left wondering why there should 
be this conflict of interest between the two bod- 
ies meant for managing the economy. There is, 
of course, always an embedded risk in mon- 
etary policy implementation: the central banks 
may tend to over-correct a given macroeconomic fundamental, 
such as raising interest rates to a level higher than what is re- 
quired to checkmate the inflationary pressure. This is more so 
because of the fact that the economy is always dynamic, never in 
equilibrium—at best, it may tend to be in a stationary state. 
Secondly, the independence of the RBI doesn't mean a stony si- 
lence. Nor are the central banks and the Finance Minister, natu- 
ral allies. Having said that, the Finance Minister has his own 
accountability. And, whenever a conflict in reading a macroeco- 
nomic fundamental arises, the best course for the government 
would be to have a dialog with the monetary authority in private 
and sort out the differences. In the modern practice of monetary 
economics, the Finance Minister is not required to publicly air 
his opinion, for interest rate management falls in the domain of 
the central bank. Secondly, and importantly, such public contra- 
diction confuses market players in reading the monetary stance 
of the central bank, and to that extent their investment decisions 
get distorted. And this is certainly not in the interest of the over- 
all economy and its growth. 


Unfortunately, old habits die hard. в — grk 
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India Inc.: The Year That Was 


As the year is drawing closer to the end, The Analyst greets you with an 


| analysis of India Inc.’s performance during fiscal 2007. The Analyst 500 presents 


1 an all encouraging picture: the combined net sales of the 500 companies have | 
3 gone up by 27.14% from Rs. 15,19, 277 cr of fiscal 2006 to Rs. 19,31,644 cr in the 
1 , year under report, posting a combined net profit of Rs. 1,92,610 cr—an increase 
_ of 40% over the last year. 


There is shuffling in the ranks of companies vis-à-vis last year, which of 


: course is expected but interestingly Public Sector Undertakings (PSUs) con- 


| tinue to steal the show: 8 out of the top 10 companies of the 500 are PSUs. 
- Again, as іп the last year, Indian Oil Corporation with a share of 12% in the 
| combined net sales has occupied the coveted rank of number one, leaving the 


: rest way behind. And, it is the companies from the real sector that have come 
| up with stellar performance. 


Everything looks hunky-dory. Indian companies are on a spree of global 


4 acquisitions. Markets are agog with the ‘feel-good’ factor. The savings are 
` picking up: they are expected to rise to 32% from the current rate of 29%. 
| Equally encouraging is the likely rise in the investment rate to 35% from the 
| current level of 30%, and a great chunk of it is coming, from within. 


Notably, the capital output ratio is also improving. It has touched 4 from 


| its one-time high of 6. This is again poised for a further slide. With the ex- 
| pected investment rate of 35%, the GDP is all set to have a growth of 8.75%. As 


growth rate increases, competition intensifies, which means efficiency im- 


provement. This, coupled with the shift in the sectoral composition of the GDP 
- —capital-intensive agriculture giving way to services sector that has a lower _ 
| capital/output ratio—is more likely to bring down the ICOR to 3.5. 


That aside, our demographic composition is likely to benefit us im- 


| mensely: it is estimated that by 2015; 31% of India's population will be under 


15; 27% will be in the 15-29 bracket; and another 27% will be in the 30-49 age 


| bracket. Such demographic transition results in a sharp decline in the ‘depen- 
- dence ratio. Which is why India’s СОР is well-poised to enjoy incremental 
| growth, that too, uninterruptedly. 


There is, however, a flip side to it: new jobs are to be created for new 


' entrants into the labor force. One estimate puts the requirement of new jobs 


' at 15 million per year. Of course, with the kind of economic fundamentals that 


| we are predicting, job creation is not a problem. But healthcare and skills will 


certainly come in the way. 
Alarm bells have already been rung: DLF Laing-O'Rourke, a joint venture 


1 building infrastructure for DLF in India, says that India suffers from an acute 


shortage of skilled workers—carpenters, bar benders, plumbers, electricians, . 


| etc. It therefore wants to import workers from China, Indonesia, and the Phil- 


ippines. If market reports are correct, Reliance Industries group companies 


- are already employing 40,000 Chinese skilled blue-collar workers. 


What does it all mean? Firstly, import of labor by a country that is having 


- an unlimited labor supply sounds ludicrous. Secondly, it means, we must 


4 reform our education system, that too, at once. In the meanwhile, vocational 


_ training must be taken up as a national priority, with the corporates taking 
| the lead. It is not only their social responsibility, but also a strategic business 
- need. Else, they cannot manage supply-side imbalances. The permanent an- 


: swer would, therefore, be imparting of market-linked skills to our unlimited 
| labor force to make them ‘employable’ in the nation's growth plans by all 
· concerned. 


GRK Murty 
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You can ы the risk of a strong rupee through globalization, market diver- 

sification, market hedging and incremental efficiency. By doing so, you can 
offset the impact of the rising rupee. 

– КУ Kamath 

CEO, ICICI Bank 


With the growth in global carbon credit market to reach $100 bn, it can prove 

another IT sector for India. The country can garner a share of 15-16% of this 
fast growing market. 

~ Charles Cormier 

Head, Environment and Water Resources, World Bank 


Today, in India, we face a problem of enormous capital flows. This is a com- 

pletely new situation for us. We welcome capital, but we must learn how to 
manage capital, how to absorb capital. 

— M K Narayanan 

National Security Advisor, Government of India 


I am aware that many of you are concerned about the prices of certain essential 

commodities. To some extent, we will get some relief from the beneficial effects 

of our initiatives to increase agricultural output. However, we must keep in 

mind that global prices of basic food commodities have seen a rapid rise for a 
variety of factors. We do not have any control over these factors. 

— P Chidambaram 

Finance Minister, Government of India 


The mobile phone revolution in Asia presents a dynamic and convenient chan- 

nel, especially with SMS messaging, mobile TV, mobile Internet and recently 
mobile blogging. 

— Fiona Jeffrey 

Managing Director, World Travel Market 


While the absence of big ticket overseas acquisitions and global slowdown can 
be held responsible for the sharp decline in the merger and acquisition activi- 
ties by domestic firms in international market, rupee appreciation played an 
important role in keeping the buyout activity of India Inc. intact in the US. 


— Venugopal Dhoot 
President, Assocham 


Shortage of construction workers is slowing down the industry growth in 

metros and major cities across the country. As per our feedback from the indus- 

try circles, many major projects and capex programs are getting delayed be- 

tween 12 and 18 months in major industry belts across the country albeit there 
is no complete stoppage of work. 

— Santhanam 

Chairman, Taskforce on Skills, 

Employability & Affirmative Action 
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100 Indian Banks 


India Inc. is on a roll. Continuing the strong growth 


momentum of the last couple of years, this year too, 1" ideae 


companies have delivered rocking performances. y 
The Analyst 500 brings to you this exclusive story, 106 Services Sector 
providing insights into the performances of the top 500 In Service of the Nation 
companies, based on the parameter of net sales, 

distilled from a list of close to 3,900 firms listed on the А: 

BSE. The cover story also offers you а peek into the 108 Liquidity 

performances of the companies based on several other Меер дару 


parameters such as ОРМ and M-Cap. 
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Indian Healthcare 
Demands More 
Professionals 


The Indian healthcare 
industry will need to add 1.4 
million doctors and over 
three million nurses by 2017, 
ifthe country has to meet the 
healthcare standards of the 
other BRIC countries which 
include Brazil, Russia and 
China, besides India), a 
report by research firm 
Technopak and industry 
body CII said. By 2012, the 
Indian healthcare services 
sector is expected to be worth 
Rs. 75,000 cr, 50% of which 
would come from hospitals. 
According to a Ma Foi 
Consulting official, *It is an 
upcoming industry and 





trained manpower is 
extremely difficult to find. 
Areas like site and data 
management, clinical 
research, logistic support 
and storage management 
need skilled personnel." 
"The healthcare industry 
will need an investment of 
over $1,000 bn over the next 


20 years which is $50 bn 
per year. The huge invest- 
ment, which is a conserva- 
tive estimate, is to address 
the ageing population and 
lifestyle-related diseases of 
a population which would 
have grown over 1.4 billion 
by 2027,” according to 
Technopak Chairman 
Arvind Singhal. A large 
portion of the investment, 
about 30-40%, however, 
goes into buying the capital 
intensive medical equip- 
ment, 90% of which are 
imported. 


Talent Crunch May 
Cripple KPOs 


The Knowledge Process 
Outsourcing (KPO) busi- 
ness may shrink by nearly 


India Among Cadbury's Top 12 Global Markets 


The UK-based chocolate, 
confectionery and bever- 
ages major Cadbury 
Schweppes has identified 
India among its top 12 
focus markets globally. 
Under a new management 
structure which would 
emerge following the 
proposed demerger of its 
beverages arm Americas 
Beverages into a separate 
company, the management 
would hinge on ‘fewer top 
markets and brands’. The 
Rs. 1,058 er Indian 
subsidiary, along with UK, 
. US, Australia, Mexico, 
Brazil, Russia and Turkey, 
now represents around 
7096 of Cadbury 
Schweppes’ global rev- 


8 | December 2007 | 


enues. This, despite 
beverages brands such as 
Schweppes, Snapple and 
Dr Pepper not having a 
presence in India. The 12 
core markets have been 
forecasted to account for 
growth in excess of 60% 
over the next five years. 
Cadbury India, growing in 
double digits in the past 
two years, has forecasted a 
healthy 2007, riding on the 
back of factors such as 
sharper focus on core 
brands, product rationali- 
zation and working closely 
with trade channels. 

The Indian subsidiary, 
which now operates under 
five categories—chocolates, 
snacks, beverages, candy 


and gums being the 
newest—is learnt to be in 
the process of pushing 
products in categories other 
than chocolate where it is a 
dominant player. Of 
Cadbury Schweppes’ 13 
focus brands having above 
average revenue growth 
and operating returns, two 
are in India as of now, 
Cadbury Dairy Milk and 
Halls. Elaborating on its 
decision, Cadbury 
Schweppes announced: 
“To help drive further 
revenue growth under a 
new category management 
structure, we are focusing 
our resources on fewer 
number of markets, brands 
and customers.” 


30% by 2012, due to the 
dearth of talented profes- 
sionals in the KPO sector, 
according to the premier 
Chamber of Commerce 
body, Assocham. The 
country’s KPO sector would 
touch only $10.5 bn against 
the projection of $15 bn by 
2012 because of shortage of 
skilled labor and institu- 
tions imparting KPO skills 
in India. The study con- 
ducted by Assocham said 
emerging competition from 
countries such as the 
Philippines, Russia, China, 
Poland and Hungary would 
also hit the growth pros- 
pects of the domestic KPO 
industry. Besides, appre- 
ciation of the rupee against 
the dollar is gradually 
making Indian KPO 
companies less competi- 
tive, and with rising costs 
some companies are also 
outsourcing part of their 
work to third party ven- 
dors. About one lakh highly 
educated professionals in 
various sectors such as 
engineering, medicine and 
management, would be 
required in the country 
against the current 
strength of 30,000. At 
present, over 260 KPO 
companies are operating in 
India and the number can 
reach 350 by 2008, with 
employment opportunities 
for qualified professionals 
to the extent of 1,00,000, 
according to the Chamber 
estimates. The salary 
ranges in the KPO sector 
are 12-15% higher than in 
the BPO sector and even 
the entry level earnings are 
more.m 
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Detroit Under Siege 


Fifty years ago, American 
car companies dominated 
the world, especially the 
mighty GM, the world's 
biggest industrial company, 
many of whose factories 
were based in Flint, 
Michigan, 40 miles north of 
Detroit. Now, the US 
BigThree are facinz their 
greatest challenge ever in 
their entire post-war history. 
TheUS automotive 
giants have been hurt by 
the fall in demanc for larger 
sports utility vehicles and 
people carriers, w:th higher 
petrol prices driving many 
Juyers to purchase smaller, 
more fuel-efficienz cars. And 
this is where the Japanese 
pose the greatest threat to 
America's Big Three. The 
Japanese located their 
plants in low-wage, non- 
union areas of the US and 
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brought new, more flexible 
production methods as well. 
Аз a result, they could 
make money on smaller 
cars and change models 
more frequently. The US car 
companies tried and failed 
to design a competitive 
small car. They also 
experimented with Japa- 
1ese production methods 
out neither seemed to do 
the trick and close the 
quality gap 

Ford's sales dropped by 
8%, GM's by 8.796, and 
Chrysler's by 5% in 2006. 
Chrysler says it has lost $1.3 
bn on its North American 
operations in the past year, 
and has vowed to cut $1,000 
frem the cost of each vehicle 
it makes. Toyota is poised to 
overtake Ford as the second- 
largest carmaker in the US 
in 2007 —it is already bigger 
than Ford globally and many 
predict that it will also 





INTERNATIONAL 


overtake GM to become the 
biggest car company in the 
world. With further restruc- 
turing expected in the global 
car industry, it could be a 
turbulent as well as a critical 
year for the US industry. 


Abandoning the 
Dollar 


The dollar remained weak 
against both the euro and 
the yen, hit by further fears 
over the state of the US 
economy. The pound has yet 
again reached a fresh 26- 
year high against the US 
dollar, boosted by higher 
UK interest rates and 
weakness in the US housing 
market. Some OPEC 
mavericks want to switch to 
the euro as oil's pricing 
basis. But analysts say, 
there are several factors 
keeping the greenback in 


the game. Despite calls 
from Iran and Venezuela, 
experts say there's little 
chance that the cartel will 
shift from pricing oil in 
dollars to something like 
the euro. Experts feel it is 
simply bad to change a 
system that has been in 
place for so long. The effect 
that switching from pricing 
oil in dollars to euros might 
have on the American 
currency is hard to say, but 
it's possible it could further 
drive down the value of the 
dollar and hence make oil 
more expensive for US 
customers. But rising oil 
prices, the close relationship 
between Saudi Arabia and 
the US, and the fact that oil 
benchmarks such as West 
Texas Intermediate and 
England's Brent are priced 
in dollars make it unlikely 
that OPEC will switch 
anytime soon. 

While the dollar has 
fallen over 50% as against 
the euro since 2002, oil 
prices are nearly five times 
higher over the same time 
period. Pricing oil in a 
currency besides dollars 
would also pose a technical 
challenge. For one, oil- 
producing countries peg their 
crude to worldwide bench- 
marks like the stuff that 
comes from Texas or 
England's North Sea. In 
order for OPEC to price oil in 
another currency, it would 
need to set its own price as 
opposed to relying on the 
benchmark prices that are 
set in the free market—a 
practice the cartel has 
worked 20 years to avoid.m 
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"Do you mean to say that Tatas pro- 
pose to make steel rails to British 
specifications? Why, I will undertake to 
eat every pound of steel rail they suc- 
ceed in making." Those words, uttered 
in 1907 by Sir Frederick Upcott, the 
then Chairman of Board of Indian Rail- 
ways, however, did not deter the legend- 
ary Jamshedji Tata. In the next 100 
years, the Tata Group, which he had 
founded, went on to build not just steel 
but a conglomerate with a presence in 
myriads of businesses from steel to 
salt, automotive to telecommunica- 
tions, and software to retail among oth- 
ers, and whose geographical footprints 
are spread from Chicago to 
Johannesburg, London to Lusaka, and 
Canada to Mexico. In its globalization 
endeavor, the group, in its hundredth 
year of existence, fittingly stamps once 
again its grit and courage on the world 
stage with the acquisition of British 
steelmaker, Corus, in the largest ever 
cross-border merger by any Indian com- 
pany so far. The $12 bn acquisition has 
propelled Tata Steel into the elite list of 
top 10 global steel giants. Other Tata 
group concerns like Tata Tea and Tata 
Motors too have made a mark for them- 
selves in the global arena. Tata Tea 
with a slew of overseas acquisitions in- 
cluding the high-profile acquisition of 
UK's Tetley, is now the second largest 
tea brand globally, while Tata Motors 
has driven its way, literally, into sev- 
eral foreign markets including Britain 
and Africa. 

Having taken a cue from Tata's au- 
dacious move, more and more Indian 
business houses have been latching on 
to the globalization bandwagon. From 
IT industry's top guns TCS, Infosys, 
Wipro, and Satyam to drug makers 
Ranbaxy and Dr. Reddy's Lab to Tulsi 
Tanti-promoted Suzlon Energy, the 
Indian business houses, with a mix of 
solid organic as well as inorganic 
growth strategies, have made major 
moves towards establishing India Inc. 
firmly on the global business map. And 
this new-found aggression of India Inc. 
is not some flash in the pan, but it 
stems from its ability to deliver supe- 
rior performances and single-minded 


India's Largest Companies 


focus on delivering cost-efficiency and 
achieving impeccable quality that is 
world-class. As an old adage goes, the 
proof of the pudding is in the eating, 
hence to understand and gain insight 
into India Inc.'s new success and the fac- 
tors driving it, The Analyst brings to you 
its annual special issue, The Analyst 
500, an in-depth and sharp analysis of 
the financial performances of India's 
Top 500 publicly-listed companies, in 
terms of net sales for the financial year 
2006-07. Besides net sales, the study 
also discusses the performances of com- 
panies on several other parameters so 
as to gain a better insight. (For defini- 
tions and data, please refer to sections 
—Methodology and Data Tables.) 


Sales sizzle, profits blaze 

In The Analyst 500 for the FY 2006-07, 
the companies' performances across the 
sectors are significantly growing. For 
instance, The Analyst 500 companies 
came out with an impressive combined 
net sales figure of Rs. 19,31,644.68 cr, 
up 27.14% over last year's numbers 
(18.86%). Another interesting fact that 
emerges is that these top 500 compa- 
nies account for close to 89% of the total 
net sales of Rs. 2,173,064.69 cr gener- 
ated by 3,893 BSE listed companies 
which we analyzed for our study. Fur- 
ther, 32 companies in our list have 
notched up sales growth of over 100% 
with Nadars-promoted IT hardware gi- 
ant, HCL Infosystems leading the pack 
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It's Rocking! 
Growth (96) in Net Sales (2006-07) 
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with a growth in net sales of 406%, 
while another group company, HCL 
Technologies too finds a place in this 
list, churning out growth of 110% in its 
tcp line. Six companies from real es- 
tate/infrastructure too have generated 
sales growth in excess of 100% (see 
Table: Sales Growth Toppers). Further 
d:ssection of the numbers suggests that 
of the total net sales of 500 companies, 
IndianOil alone accounts for, hold your 
breath, a huge 12.07%, while its private 
sector counterpart Reliance Industries' 
share is 5.71%. The software stalwarts 
like TCS and Infosys just pale in com- 
parison with figures of 0.77% and 0.68% 
respectively. And not only the oil behe- 
moths have overshadowed their IT 
counterparts in terms of contribution, 
they also have demonstrated that they 
can compete in terms of net sales 
growth as well. Indeed, at a time when a 
double digit growth is sort of a holy grail 
in the global oil industry, Indian firms 
get big thumbs up with all the players 
clocking double digit growth; and, in 
fact, Reliance Industries' growth (41%) 
is a clear envy of IT neighbors. Also, out 
of the 32 companies with sales growth 
in excess of 100%, only three are IT com- 
panies. 

When it comes to profit growth in 
excess of 100%, surprisingly, the num- 
ber of companies that make the cut 
more than triple to 99, as against 32 in 
the case of net sales growth of 100% or 
more. Here again, a majority of the 
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companies are from sectors other than 
IT, as only five—3 software and 2 hard- 
ware —companies qualify. Leading the 
pack is Ceat Ltd. with а net profit 
growth of a whopping 7, 448%, al- 
though it is due to the small base ef- 
fect; its net profits grew from a meager 
Rs. 0.52 cr in FY'06 to Rs. 39.25 cr in 
FY'07. Two oil giants, mainly BPCL 
and HPCL, too make their way into 
this elite club with figures of 51996 and 
287% respectively. IndianOil, the No. 1 
company in our list, has not done badly 
either, having recorded a net profit 
growth of a healthy 52.6%. However, 
the most commendable performances 
come from two companies — Hindustan 
Zinc Ltd. (PAT, Rs. 4,441 cr) and 
Bharti Airtel (PAT, Rs. 4,033). HZL, 
owned by London-listed metals and 
mining major, Vedanta Resources, 
riding high on soaring zinc and lead 
prices (average prices for zinc and lead 
rose 121.9% and 37% respectively in 
international markets), delivered PAT 
growth rates of 201%, while Sunil 
Mittal-led India's top mobile operator 
clocked a net profit growth of 10096 in 
the fiscal 2006-07, despite the higher 
base effects. 

In terms of industry's dominance of 
the 500 list, the top honors once again 
go to the oil & gas industry, as sales 
gushers like IOC together with other 
industry peers account for the lion's 
share of one-third or 33.476 of the over- 
all net sales generated by the Top 500 
companies in our list. The shares of 
other sectors which figure in the top 10 
contributors in The Analyst 500 are 
banking (12%), steel (5.6396), automo- 
bile (5.31%), trading (4.14%), power 
(2.51%), telecom (1.59%), prime mov- 
ers (1.54%), aluminum (1.25%), and 
turnkey projects/erection contracts 
(1.11%). 

In terms of the number of compa- 
nies from individual industries figur- 
ing in the 500 list, banking sector tops 
the list with 37 entries, followed by 
pharmaceuticals with a tally of 25 
companies. Steel industry is at num- 
ber 3 with a total tally of 22 compa- 
nies. Automobile ancillaries (17), Ce- 
ment (17), Software (16), and diversi- 


fied (15) are the industries with sig- 
nificant representation in The Analyst 
500 list. Then there are industries rep- 
resented by only a single company. No- 
table among them are: Air Transport 
(Jet Airways, ranked 57); Develop- 
ment Finance Institutions (IFCI, 
ranked 128), Bakery & Milling Prod- 
ucts (Britannia, ranked 129), Beer 
(UB, ranked 386), Clocks & Watches 
(Titan Indus., ranked 139), Textile Ma- 
chinery (Lakshmi Machine Works, 
ranked 153), and Woollen Textiles 
(Raymond, ranked 220). 

Another interesting trend is that a 
fairly large number of companies, to- 
taling 64, make way for new entrants, 
such as Indian Bank, Redington (India) 
Ltd., Idea Cellular Ltd., and Power Fi- 
nance Corporation, in this year's list 
(see Tables: Debutants; Discards). 


The scorecard: How major 
sectors fared in The Analyst 500 
Oil industry:In the top stream 
The oil & gas industry, with an esti- 
mated size of $110 bn or about 1596 of 
the GDP, holds enormous significance 
for the country's economy. According to 
estimates, for every $10 increase in the 
price of oil per barrel, it can bite off 1.5% 
from the countrys GDP growth rate. 
With 19 refineries (17 in the public sec- 
tor and 2 in private sector) and an an- 
nual refining capacity of 149 million 
tons (representing 3.4% of the world ca- 
pacity), India is among the top six na- 
tions with the largest refining capacity 
in the world; state-owned oil firms ac- 
count for 105.47 mmtpa while the rest 
(43.5 mmtpa) is in the private sector. 
This has been achieved on the back of 
doubling of refining capacity of 
IndianOil's Panipat plant to 12 million 
tons per annum and commissioning of 
Essar Oil's 10.5 million tons per annum 
refinery at Vadinar. This is commend- 
able given that except one, all the refin- 
eries were set-up post-independence. 
India has to its credit the world's larg- 
est operating refinery at Digboi, Assam, 
set up in 1901. 

Of all the forms of primary energy 
consumption in the country, it is hydro- 
carbons or crude oil and natural gas 
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that account for a large chunk of close to 
38%: of the two, crude oil has the largest 
share. However, with a string of gas dis- 
coveries made by Reliance and Cairn 
India among others, the share of natu- 
ral gas is expected to improve signifi- 
cantly. Further, it is the transportation 
fuels, namely petrol. diesel, and avia- 
tion turbine fuel, that account for the 
bulk of India’s crude oil consumption. 
India’s consumption of these three prod- 
ucts added up to 52 million tons in 
FY 06, which was about 47% of the total 
crude oil consumption. 

The fiscal 2006-07 marked several 
other milestones for the Indian oil & gas 
industry. For instance, the domestic re- 
fineries’ overall throughput grew over 
11.4% to touch 141.5 million tons over 
the previous year. Further, with exports 
touching 32.4 million tons (valued at 
about $18 bn), during the same period, 
the sector has emerged as the largest 
contributor to India’s export earnings, 
constituting about 14%. 

Befitting their sheer size and gar- 
gantuan balance sheet, it was not sur- 
prising to find that six out of the top 10 
companies in The Analyst 500 belong to 
the oil & gas sector. And not surpris- 
ingly the top company in the 500 list is 
the state-owned oil behemoth IndianOil 
Corporation (IOC) and the first 5 spots 


in the top 10 list go to oil companies. 

ЮС, the largest commercial enterprise 
in India, is ranked No.1 company in this 
vear's The Analyst 500 list, on the basis 
of net sales. The state-owned IOC, 
which is among the top 20 petroleum 
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companies in the world, controls 10 out 
of the 19 refineries operating in the 
country. Interestingly, IOC retains its 
top slot in The Analyst 500 this year as 
well; it was top ranked last year too. 
IOC churned out net sales of a mind- 
blowing Rs. 2, 33,218.67 cr in FY 2006- 
07, which is also the highest ever for an 
Indian company. In fact, it extends its 
leadership of The Analyst 500 rankings 
for the forth consecutive year, including 
the current one. It is followed by India's 
largest private sector business power- 
house, Reliance Industries, which too 
retains its second rank in our list this 
year with equally whopping net sales of 
Rs. 1,10,405.13 cr, beating oil PSU ri- 
vals such as BPCL, HPCL and ONGC. 
In terms of market capitalization, RIL, 
however, is miles ahead of others in- 
cluding IOC with an m-cap of 
Rs. 2.26,996.36 cr. ONGC shares the 
second rank while IOC is placed at No. 
20 in the m-cap pecking order. 

RIL, which operates the third largest 
refinery in the world at a single location, 
with a capacity of 33 million tons per 
year of crude throughput, at Jamnagar, 
Gujarat, is building another refinery in 
Jamnagar with a capacity of 580,000 
barrels a day (29 million tons per an- 
num), and this will make the complex 
the world’s biggest. According to the com- 
pany, the new project will be breathtak- 
ing in its scope. The civil concreting 
works at the site will consume cement 
equivalent to 35 CN Towers in Canada, 
the world’s tallest building. The struc- 
tural steel being used is enough to lay 
railway tracks from Kashmir to 
Kanyakumari. The project uses 5,200 
km of pipes, equivalent to twice the 
length of the river Ganga, while the total 
tankage area is equivalent to 34 football 
fields. The 11,000 km power and control 
cable being used is enough to go around 
the moon twice. “RPL has not only estab- 
lished several records, it is a reflection of 
the exciting Indian growth story,” said 
Mukesh Ambani in a meeting with the 
company’s shareholders. The company 
achieved another landmark during the 
fiscal as it became the first and only pri- 
vate sector company in India to record a 
turnover of over Rs. 1,00,000 cr and a net 





profit exceeding Rs. 10,000 cr. 

This year’s ranking sees BPCL and 
HPCL swap their last year’s places. 
Both these companies, however, slip 
quite a few ranks when it comes to de- 
livering profits. In terms of net profits, 
ONGC, which is ranked 5" on the basis 
of net sales, topples net sales topper 
IOC and RIL to emerge as the top 
ranked company with net profits of 
Rs.15,642.92 cr. RIL and IOC share sec- 
ond and third spots respectively. 

However, despite their giant size 
and financial muscle, the domestic oil 
industry has a vital role to play in 
India’s energy security with it investing 
heavily in oil fields abroad. But com- 
pared to foreign companies like 
PetroChina, which is now the world’s 
largest company by market capitaliza- 
tion valued at approximately $1 tn, 
Indian oil industry is far behind; thus, 
to sustain its high economic growth 
rate, it has to perform extremely well in 
this sector. 


Pure banking, nothing else 


EU 


STATE BANK OF INDIA 
. Founded: — - 
- (as Bank of Calcutta) 


Ж»? 
4 
^ 


г - - HE 
у I^ Tr 
" 


(Previous Rank 6) 


| Mumbai 


Banking behemoth SBI leads the pack 
among banking industry rankings. The 
country's largest bank is also among the 
top 10 companies in The Analyst 500. It 
has retained its 6 rank, which it se- 
cured last year too. If one measures by 
the number of branch offices and em- 
ployees, SBI is the largest bank in the 
world but ranks only 70" internation- 
ally in terms of capitalization. The 
country's biggest bank hopes to raise up 
to Rs. 20,000 cr by March next year. The 
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rise in the bank's capitalization will 
help it become internationally competi- 
tive and meet Basel-II requirements 
and AS-15 norms. 

ICICI Bank Ltd., the country's second 
largest bank and the top bank in the pri- 
vate sector, jumps three places from last 
year to 9" rank in this year’s list, closing 
the gap with the sector leader, SBI. An 
interesting fact that emerges from this 
year's ranking regarding the banking 
sector is that though both the public as 
well as private sector have shown re- 
markable progress in FY 2006-07, in 
terms of net revenue/income, it is the 
PSU banks that dominate the rankings. 
Out ofthe top 10 banks, 8 banks are from 
the public sector, while only 3 banks be- 
long to the private sector in the industry- 
specific ranking (see Industry-wise Clas- 
sification). On the individual banks' 
front, the state-owned Punjab Bank and 
Canara Bank have both moved up one 
place each compared to their last year's 
rankings. 

Indian banking sector has come a 
long way having played a vital role in the 
industrial and economic development of 
the nation. According to the Reserve 
Bank of India's latest Annual Report, 
during the fiscal year 2006-07, banking 
sector has shown remarkable improve- 
ment in terms of asset quality. However, 
going ahead, the biggest challenges in- 
clude Basel-II and further deregulation 
of the sector in 2009 that will lift the 
regulatory restrictions on branch open- 
ing and acquisitions by MNC banks. 


IT's happening 
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The Indian IT story remains a success 
story, notwithstanding the growing 
competition from overseas destinations 
and the rupee blues amongst other chal- 
lenges. Leading the charge from the sec- 
tor is Tata Consultancy Services Ltd 
(TCS), India's largest software ex- 
porter. The information technology be- 
hemoth retains its top place amongst 
its industry peers in The Analyst 500 
with net sales of Rs. 14,913.6. TCS 
(overall rank, 21) is the only tech player 
from India to enter the BusinessWeek 
ranking of Asia's top 50 companies. Out 
of the 16 tech companies that figure in 
this year's rankings, only three compa- 
nies find a place in the top 25: TCS (21), 
Wipro (23), and Infosys (25). Satyam 
Computer Services, the country's fourth 
largest software exporter, is ranked 
way below at No. 54. Nevertheless, all 
the top four software services giants 
have improved their ranks this year, 
with the biggest gain notched by 
Infosys, which moves six places up to 25; 
it was ranked 31* last year. Also, three 
new companies, namely, Mindtree Con- 
sulting Ltd. (rank 420), Tulip IT Ser- 
vices (rank 471), and Mastek (rank 
481), from the sector enter the 500 list 
for the first time. 

In terms of PAT, however, it is 
Infosys that leads the pack, with TCS 
and Wipro falling to the second and 
third places respectively among indus- 
try peers. In the overall ranking on the 
basis of PAT, Infosys is ranked 10", 
while TCS and Wipro are ranked 11^ 
and 13%. Another noticeable trend is 
that despite the rupee blues and rising 
wages, Infosys has been able to improve 
its operating margins (up 89 bps), at a 
time when its peers such as TCS and 
Wipro have actually seen a dip in their 
margins. 


Steel industry: SAILing on top 

Indian steel industry, the seventh larg- 
est in the world, is on an upswing owing 
to strong demand in both domestic as 
well as global markets. The PSU giant, 
Steel Authority of India Ltd. (SAIL) 
turns out to be the winner once again 
with net sales of Rs. 35,869.4 cr among 
steel industry peers. Tata steel, the pri- 
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vate sector giant, which is spearheading 
the domestic industry’s global overseas 
acquisition effort, retains its second 
rank, though it slips in the overall rank- 
ing; down two ranks from 16" rank in 
2006 to 18^ rank in this year's list, fol- 
lowed by ISPAT and JSW Steel Ltd. at 
No. 3 and No. 4 respectively. A further 
look at the performance of SAIL suggests 
that to sustain the growth SAIL has in- 
creased the volume of production of steel 
at 12.6 million tons over the pervious 
year, aided also by measures such as 
cost reduction, productive improvement 
and cost saving. The company plans to 
almost double its output to 26 million 
tons by 2010 to meet the demand from 
construction companies and carmakers 
and compete with global rivals. 

The fiscal 2006-07 was quite re- 
markable for Tata Steel, as it went on to 
achieve not one or two, but three impor- 
tant milestones. First, the year marks 
its centenary. Second, it achieved record 
turnover and profits. But the major 
‘steal’ of its achievement in the quarter 
was the high-profile acquisition of UK's 
Corus Group, a much bigger competitor. 
The acquisition catapults the Tatas onto 
the international steel scene, making it 
the sixth largest steel producer globally. 
B. Muthuraman, Managing Director, 
Tata Steel, said, “Tata Steel is reorient- 
ing its business strategy and is poised to 
enter a new growth phase, with its steel 
production capacity set to double to 7.5-8 
million tons." 

Even though Indian steel industry 
derives its strength from cost-arbi- 
trage (read: low labor costs), positive 
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cue from construction and abundantly 
available quality manpower, the ma- 
jor concern for steel producers is the 
soaring prices of key inputs such as 
сөа!, coke, iron ore, scrap and ferro-al- 
loys. All these developments would 
pose significant challenges for steel 
companies, going ahead. 


Automobile industry: In the 
driver's seat 

With phenomenal growth seen in recent 
years, the Indian automobile industry 
looks all set to carry on the momentum 
in the near future. Tata Motors, India’s 
biggest commercial vehicle maker, cnce 
again outshines and retains its position 
in terms of net sales in The Analyst 500. 
And it is all set to place its name in the 
history alongside Ford’s Mode! T, 
Volkswagen’s Beetle, and British 





Motor’s Mini by manufacturing the 
cheapest car ever made if everything 
goes as planned: Tatas aim to sell it for 
about Rs.1 lakh or $2500. On the other 
hand, Maruti Udyog Ltd., now reehris- 
tened Maruti Suzuki India, leads in 
passenger car segment with Rs. 
14,984.1 cr, while in multi-utility ve- 
hicles segment, it is Mahindra & 
Mahindra topping the list. In the two- 
wheeler segment, Hero Honda Motors 
remains the number one player im our 
list followed by Вгјај Auto and TVS. 
Indian automebile industry has 
come a long way since the first car rolled 
on the streets of Bombay in 1898. Auto- 
mobile sector in India today is one of the 
key sectors of the economy and there's 
no getting away from the fact that com- 
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petition is going to intensify in the days 
to come. For the records, Indian automo- 
bile sector is: the second largest two- 
wheeler market in the world; the fourth 
largest commercial vehicle market in 
the world; and the 11^ largest passen- 
ger car market in the world. The auto- 
mobile industry in India is expected to 
become the world's third largest auto- 
mobile market by 2030, behind only 
China and the US. 


Pharmaceutical industry: In the 
pink 

In the pharmaceuticals sector, Dr. 
Reddy's Laboratories tops the ranks 
with net sales of Rs. 4,310.33 cr. The 
company which took the lead among do- 
mestic peers by focusing on R&D today 
has presence in over 100 countries. 
Thanks to a mix of both organic and inor- 
ganic route to growth. The Hyderabad- 
based drug major surpasses the last 
year's rank topper, Ranbaxy in this 
year’s The Analyst 500 list, improving its 
rank several notches from 108 in 2006 to 
74 in the current list. In contrast, 
Ranbaxy slips three ranks to 77 in this 
year's rankings. 

According to a study conducted by 
KPMG-Confederation of Indian Industry 
(CID, the Indian pharmaceutical indus- 
try is well-positioned for sustainable 
growth and expansion and is expected to 
grow at a cumulative Annual Growth 
Rate (CAGR) of 16% over 2007-11. Ac- 
cording to John Morris, Head, Global 
Pharmaceutical Practice, KPMG, “Тће 
Indian pharmaceutical industry is at a 
critical juncture given its inherent 





strengths and its ability to be a domi- 
nant player in the global pharmaceutical 
industry. It has become a strategic im- 
perative for global pharma companies 
to make India an integral part of their 
manufacturing value chain to maintain 
lean cost structures and combat intense 
competition in the global generics 
industry." 

In the international arena, Indian 
generic drug makers are playing an 
important role. With the global con- 
solidation process in motion, cur- 
rently, several Indian pharmaceutical 
companies have made acquisitions in 
the US and Europe and many others 
are planning to do so, so as to augment 
their market presence across regu- 
lated as well as semi-regulated mar- 
kets through organic and inorganic 
initiatives. Indian pharmaceutical 
companies are vying for the branded 
generic drug space to register their 
global presence. Thus, the future of 
Indian pharmaceutical sector looks 
quite positive. 


Telecommunications: 

Ringing in growth 

The mobile juggernaut, Bharti Airtel, 
leads the telecom industry in The Ana- 
lyst 500 with net sales of Rs. 17,790.68 
cr in FY 2006-07. India's largest private 
telecom services provider has improved 
by seven ranks over last year's ranking. 
The state-owned operator, MTNL, 
which operates in metros, such as 
Mumbai and Delhi, slips 14 notches 
down to No. 64, this year. The company 
also witnessed a marginal decline of 
0.33% in its net sales to Rs. 5,536 cr. 
Bharti Airtel outperformed the indus- 
try peers in terms of subscriber growth 
by adding 1.8 crore customers in a year, 
the highest ever customer addition by a 
wireless company in India. The record 
net addition (a year-on-year growth of 
86%) in customer base pushed the 
company's overall subscriber base to 
3.9 crore, as of March 31, 2007. In- 
creased subscriber base coupled with 
improved market share (22.996 vs. 
20.4% in the last fiscal), saw the com- 
pany register a growth of 58% in its net 
sales to Rs. 17,790.68 cr in FY'07 as 
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against Rs. 11,229.09 cr during the pre- 
vious fiscal, while net profit doubled to 
Rs. 4,033 cr during the same period. 
Tatas-owned Videsh Sanchar 
Nigam Ltd. (VSNL), which is soon to be 
rechristened ‘Tata Communications 
Limited’, ranks third with net sales of 
Rs. 4,033.69 cr. The new name is ex- 
pected to give the company magnificent 
global recognition end massive brand 
equity, generally associated with the 
Tata group. The company said that the 
change in the company’s name is a ma- 
jor step towards its commitments to 
customers, partners and stakeholders. 
The AV Birla Group enterprise, 
Idea Cellular Ltd., a leading GSM op- 
erator in the country, makes its debut 
this year in The Analyst 500 with net 
sales of Rs. 2,002.7 cr, much ahead of 
Tata Teleservices (Rs.1,420.48 cr). The 
company ranks 1465 in the overall 
rankings. However, both MTNL and 
VSNL recorded a decline in operating 


margins. 


Cement industry: Building bottom 
lines 

The Indian cement industry, the second 
largest in the world, witnessed tremen- 
dous growth in FY 2006-07, thanks to 
buoyant demand from housing and in- 
frastructure sectors. Grasim Industries 
Ltd., the country’s top cement manufac- 
turer, steals the show in The Analyst 
500 with net sales of Rs. 8,578.94 er. 
Though Grasim has diversified into 
businesses spanning Viscose Staple 
Fibre (VSF), cement, sponge iron, 
chemicals and textiles, cement ac- 
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counts for 65% of its revenues. Antici- 
pating sustained buoyancy in demand, 
the company is planning to increase its 
capacity to 4.4 million tons by March 
2008. Grasim, the flagship company of 
the AV Birla empire, has also the dis- 
tinction of being the seventh largest ce- 
ment producer in Asia. 

Grasim is followed by Ambuja Ce- 
ments Ltd., now owned by Swiss ce- 
ment major Holcim. The company is 
ranked 58" with net sales of 
Rs.6,226.16 cr in the overall ranking. 
However, it drops by five ranks in this 
year’s rankings, compared to the previ- 
ous year. ACC, which comes at No. 3 in 
the industry-wise ranking is ranked at 
59 in the 500 list. Surprisingly, not- 
withstanding the buoyant demand in 
the domestic market, ACC recorded a 
fall of 12% in the net sales for the 
FY'07. Ultratech Cement, also owned 
by AV Birla group, follows with net 
sales of Rs. 4,894.3 cr at No. 4 in the 
industry-wise ranking, while its over- 
all ranking is 70. 

Shree Cement Ltd., with net sales of 
Rs. 861.96 cr, outperforms industry 
peers with the highest growth in net 
sales of 102%; Grasim follows with the 
second highest net sales growth of 29%. 
However, when it comes to clocking the 
highest growth in profitability, it is 
India Cements (industry rank, 6) which 
tops the chart with figures of 957%. 
Shree Cement comes second with PAT 
growth of 862%. In fact, a closer look at 
the cement companies’ PAT growth fig- 
ures suggest that many of them have 
notched up growth in three digits, in- 





cluding ACC (up 126%), Madras Ce- 
ments (up 290%), and Ultratech Ce- 
ment (up 240%). 

Though the industry has seen 
hectic activities on the consolidation 
front, there is further scope for more con- 
solidation. Nonetheless, the future looks 
quite vivid, and increased global de- 
mand and sustained growth in the do- 
mestic real estate sector augur well for 
the cement industry in the country. 


Power(ing) ahead 
NTPC, the state-owned prime thermal 
power generating company, is a clear 
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industry outperformer with net sales of 
Rs.32,611.1 cr. Ranked 8" in The Ana- 
lyst 500, the power giant emerges as the 
fourth largest power generating com- 
pany in Asia after Tokyo Electric Power 
Company, Korea Electric Power Com- 
pany and Taiwan Power. 

Reliance Energy, part of Anil 
Ambani-led ADAG, which follows 
NTPC, improves its ranking by two 
notches to 62. Reliance Energy is India's 
largest integrated private sector power 
utility company generating over 5,000 
MW of power, the utmost in the country, 
and distributing more than 28 billion 
units of electricity to cover 25 million 
consumers across different parts of the 
country, including Mumbai and Delhi, 
in an area that spans over 1,24,300 sq 
kms. Tata Power, which is ranked 3™ in 
the industry-wise ranking, however, 
slips 11 places to rank at 69, in terms of 
net sales ranking. 
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Media and Entertainment: 
The show goes on 





HT Media Limited is a major player in 
the print media in India. This year, it 
enjoys the first position among its in- 
dustry peers (print media) on the basis 
of net sales. Hindustan Times is the 
flagship publication of HT Media Ltd. 
and holds a leadership position in the 
English newspaper market in North 
India and the second position in the 
Hindi newspaper market in the North 
and East. HT group now intends to con- 
solidate itself as a vibrant and modern 
media powerhouse through strategic 
partnerships, ever-increasing scope of 
operations and a consumer-focused ap- 
proach. Recently, HT Media made its 
maiden foray into business newspaper 
segment by launching Mint daily, with 
an exclusive agreement with the US 
media giant, Wall Street Journal. 
Jagran Prakashan Ltd. and Deccan 
Chronicle Holdings Ltd. make their de- 
but in The Analyst 500 this year. 

In the broadcasting segment of the 
entertainment industry, it is the Zee 
Entertainment Enterprises (ZEE) that 
comes out on top although it has lost 
several places (48) to rank at No. 315 
(previous rank, 267). Zee Entertain- 
ment Enterprises, previously known as 
Zee Telefilms Limited (ZTL), got 
demerged into four companies in 2006. 
Itis the largest producer and aggregator 
of Hindi programming in the world, 
with more than 30,000 hours of original 
programming in the library. It is a pio- 
neer in India in every aspect of content 
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aggregation and distribution through 
satellite, cable and the Internet. ZEE is 
followed by the South-based media gi- 
ant, Sun TV Network Ltd. with net 
sales of Rs. 677 cr. 

The entertainment industry in India 
is presently in a consolidation phase as 
boundary lines between films, music 
and television are fast disappearing. 
Besides adaptation to high-end digital 
technology, the entertainment industry 
is also witnessing rapid development of 
state-of-the-art studios and post-pro- 
duction facilities. Thus, prospects of 
Indian entertainment industry appear 
to be extremely good as India is rising 
on the global stage, and outside interest 
in India's culture and entertainment in- 
dustry is also beginning to grow, cour- 
tesy Bollywood's growing overseas 
popularity. 


Realty industry: Strong foundation 
Unitech, India's leading real estate de- 
veloper, emerges the industry winner 
with net sales of Rs. 2,442.56 cr, up 
274.1095. It is the largest real estate 
company in India and amongst the top 
20 real estate developers in the world 
by market capitalization. Interestingly, 
Unitech, ranked 126, is followed by DLF 
and Ansal Properties at No. 2 and No. 3 
places in industry-wise ranking, but are 
ranked much below in the overall rank- 
ing at No. 286 and No. 366 respectively, 
in terms of net sales. 

The boom in retail industry has also 
spurred the growth in real estate sector, 
which is witnessing a spurt in ex- 
tremely large retail spaces; thus, the 
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prospects for real estate industry in 
India looks buoyant. With big players 
such as Reliance, Big Bazaar, and 
Bharti further entrenching their pres- 
ence in the market, the real beneficiary 
would apparently be the real estate 
sector. 


FMCG: Back on fast track? 

Hindustan Unilever Limited (HUL), a 
part of the Anglo-Dutch group, Unilever, 
and India’s top FMCG company, once 
again emerges as the top ranked player 
in its industry in The Analyst 500 with 
net sales of Rs. 2,33,218.67 cr, though it 
slips down to 28 rank compared to the 
24" rank it held in the previous year. To 
provide the optimum balance between 
maintaining the heritage of the com- 
pany and the future benefits and syner- 





gies of its global alignment, the com- 
pany was renamed in June this year 
'Hindustan Unilever Ltd.' (earlier 
known as Hindustan Lever Ltd.) 
HULS arch rival, Nirma and Bur- 
mans-led Dabur India share the second 
and third ranks in the industry-wise 
list; however, in the overall rankings, 
they are placed at No. 154 and No. 184 
respectively. The performance of Nirma 
has been quite subdued with net sales 
growing only a tad over 2%, while PAT 
actually declined 15% during the FY'07. 
In contrast, Dabur India grew its net 
sales by 305, while PAT was improved 
by 33% during the same period. Emami 
Ltd. is the top ranked player in terms of 
PAT growth, clocking a growth of 33.596 
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in its bottom line. Dabur India follows it 
closely with a PAT growth of 3346 in 
FY07. 


The way ahead 

While India Inc. continues to churn out 
rocking performances in both top line 
and bottom line, going ahead, they face a 
slew of daunting challenges. The first 
and foremost is the sharp rise in rupee 
vis-a-vis dollar and other major curren- 
cies of the world that poses significant 
challenges, especially for industries like 
IT and ITES and textiles, which derive a 
major portion of their revenues from ex- 
ports. Апа given that, as India Inc. fur- 
ther its globalization endeavor, dealing 
with a strong rupee would not be that 
easier. 

Currently, the Indian corporate is 
planning to set up a number of capacity 
expansion projects, and moreover, huge 
investments are aligned for building 
zhe infrastructure, which is in progress 
in almost all the industries, particu- 
larly in petroleum refining, cement, 
szeel, power, automobile and other such 
industries. During FY 2006-07, some of 
the sectors continued to post robust 
sales; however, the future for corporate 
India appears to hoid some challenges 
of global nature. In the second half of FY 
'08, year-on-year growth rates are ex- 
pected to decelerate marginally, but it 
is expected that things would improve 
in FY '09. However, industries in India 
are going through a consolidation phase 
which could show the way for sustaining 
the growth strategy. 

Last but not the least, despite the 
sterling performances in recent years, 
not many of the Indian companies can 


boast of the size and scale of the caliber 
of global companies. In fact, they have a 
lot to learn from neighboring China. The 
Chinese oil giant, PetroChina, recently 
became the world’s first company to 
have an m-cap of $1 tn, which is more 
than that of ExxonMobil and GE put to- 
gether and double of ExxonMobil, which 
is the world’s largest oil company. In 
contrast, Reliance, the most valuable 
Indian company in terms of m-cap, has 
a market value of only $124 bn (as of 
October 29, 2007). Surely, for India Inc., 
it’s a long journey ahead if it has to have 
a global impact. 


Sustaining the momentum 
If latest quarterly results are any indi- 
cation, then a slowdown may be in store 


While India Inc. continues to churn out rocking 
performances in both top line and bottom line, 
going ahead, they face a slew of daunting 


challenges. 


in the near-term. According to a recent 
study done by The Hindu Business Line, 
covering 2,380 listed companies (on a 
stand-alone basis), sales and net prof- 
its for the quarter ended September 
2007 grew lower by 12.6% and 23% re- 
spectively as against 32% and 48% in 
the corresponding quarter last year. 
Two-wheeler industry is a clear 
standout case. The two-wheeler manu- 
facturers, across the board, have re- 
ported a decline in top line in the latest 
quarter. According to the said study, 
sales growth in several segments wit- 
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nessed a slowdown in the quarter. Ce- 
ment, real estate, auto and textiles saw 
a significant slowdown, while banks, 
media and engineering companies 
bucked the trend with a good showing. 
It said that with a slowdown in sales 
growth, operating and net profit growth 
too decelerated in most sectors. Domes- 
tic textile and pharma companies were 
amongst the worst hit at the operating 
and net profit level. Oil exploration and 
allied service providers, however, 
bucked the trend, recording profit 
growth in double digits, as compared to 
flat or negative growth in the corre- 
sponding quarter of the previous fiscal. 

The study expects that the slowdown 
in the current quarter in terms of sales 
and net profits may be more pronounced 


| 


in the large companies than in the 
smaller ones. For instance, it says, year- 
on-year sales for large-caps grew 6.696 in 
September 2007 quarter as against 
19.9% in September 2006. However, 
smaller companies managed a sales 
growth of 7.396 (September 2007), com- 
pared to 9.4% (September 2006). “These 
numbers suggest that growth in the 
larger companies of India Inc. may be re- 
verting to mean, especially given their 
high base," commented the BL study. 
While a section of experts believe that 
the current spike in oil prices and 
subprime crisis may have an impact in 
the short-term while projecting a positive 
medium- to long-term outlook, many sug- 
gest that the world economy should, per- 
haps, be gearing up for a longer phase of 
pains (read: higher oil prices). In this 
backdrop, no one can deny that maintain- 
ing the strong growth momentum of the 
recent years would surely be даџп ет 


- Amit Singh Sisodiya, Imrana Moghul 
and Neha Naithani 
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Nc. 1, Indian Oil: India's largest commercial enterprise, which is also 
the 20" largest petroleum company in the world, has set its sight on 
reaching $60 bn revenue-mark by 2012. 
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148 АМВИЈА CEMENTS LTD. Y _ 622646 13980 150325 221.01 2341.73 
| 55 ЗАТУАМ COMPUTER SERVICES LTD. с 600401 3431 142323 1480 1829.01 
53 | NATIONAL ALUMINIUM CO. LTD. — 5904 2304 238138 5244 399494 
ПОЛНО ________ _ . 5880.68 3939 157038 2490 568559 
| 45 JTARWYS(NDADLT. о 570950 — 3120 45204 1530 183637 
6 BONGAIGAON REFINERY & PETROCHEM. LTD. 5676.64 306 18458 5.85 à 36800 
К Ассо. . — —— — o 506309  -1224 1231.84 12637 199555 - 
ШЫ 05 UCOBANK _________ | . 564963 4 2163 31610 6074 4042.24 
_ 57 ORIENTAL BANK OF COMMERCE | 864362 2293 580.81 424 4352.50 
L 64 RELIANCE ENERGY LTD. 863814 4662 80145 23.24 1413.90 
63 | PETRONET L N G LTD. _ 855789 4336 31325 6070 737 97 
50 MAHANAGAR TELEPHONE NIGAM LTD. _ 553643 — -0.33 580.29 -38.20 1355.10 
10 AXIS BANKLTD. - а 553058 5366 865903 3586 425423 
_ 60 ALLAHABAD BANK : A 5400.54 2676 75014 6.23 402240 
656  SUZLON ENERGY LTD. č < 538346 41.27 106114 2922 1385.18 
| 76 JINDAL STAINLESS LTD. |. 11 496816 — 5263 35301 12100 92597 
EN TATA POWER CO. LTD. м а 69680 141 3— 1.7504 — 
(75 ULTRATECH CEMENT LTD. и << . 489430 4856 78228 24048 190149 
+ INDIAN BANK с 456118 2570 75977 5060 3401.12 
|| = REDINGTON (INDIA) LTD. _ 453281 2796 4240 4557 113.13 
б SIEMENS LTD. — © 446136 6509 36011 41.36 573.68 
108 DR. REDDY'S LABORATORIES LTD. _ 431033 — 9272 117686 45744 1551.31 
баво 4984.46 4421 3031 5562 568.85 - 
68 NATIONAL MINERAL DEVP CORP LTD. 418070 12958 232021 2694 3587.17 - 
F 74 RANBAXY LABORATORIES LTD. — 410776 1424 395.13 8635 641.03 
67 МОЕЗН SANCHAR NIGAM LTD. — 5 4033.69 696 46856 -229 3120696 
73 TATA CHEMICALS LTD. P 3946.57 1283 44421 2583 857.99 
(62 VISHAL EXPORTS OVERSEAS LTD. 3935.74 4687 3457 3399 105.79 
' Chartered Financial Analyst | RANK 41 - 80 





No. 67, Suzlon Energy Ltd.: Suzlon, ranked as the fifth leading wind 
turbine supplier in the world, with over 7.776 of global market share, in 
a bold move acquired Germany's REpower, a wind power company, 
outbidding French Areva. 
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No.120, Unitech: One of the very few real estate 
companies to list on a stock exchange two decades back 
and with land reserves of nearly 10,700 acres across the 
country, notched up the second highest growth in Net - 

ем unitech 






























































COMPANY E EE PBDIT a M-CAP 
RS. СА % CHG S. CR % CHG JPN 

(ЛЕ 86 JINDAL STEEL & POWER LTD. . 389823 3355 729 2270 1428.51 48 985697 
О 72 BHARAT ELECTRONICS LTD. _ 389645 — 1093 71371 2331 1157.3 6 12638.69 
BE 59 NATIONAL FERTILIZERS LTD. _ 387581 780 17610 — 5129 41280 256 159906 
EE 15 JNDALSAWLT. ——— _ 887506 65758 17620 7492 46142 -41 2559.78 
[п тузмоовсоло. —— 0 30028 1% 6628 4580 _ 22048 208 167829. 
DOR POWER FINANCE СОР. = 383830 2043 #98614 156 379334 58 1795551 

EE о ваяво č  ž 382775 3711 31326 102820 70830 256. 2466.19 
EE 62 мото мост co. LTD. 375 0051 549) 5978 107700 169 1229274 
EE m сопок 0 980376 — 2823 59614 2068 290834 — 520 476767. 
EE Hur ——— — М 2478 з= 9824 e з 167839 
E mr РТСМОАШО. _ 870583 21.20 35009  -1364 5015 720 99025 
[92] 11 SHIPPING CORP OF INDIA LTD. . ум — 486 101458 265 150931 -945 — 530840 
183 * POWER GRID CORP OF INDIA LTD. . 305938 1393 121170 2230 347329 309 5046250 
О 86 ANDHRABANK | 850082 2139 475.08 — 215 267559 316 417230 
зол — _ 355537 1972 66803 994 92251 1 1715745. 

BB 80 RASHTRIYA CHEMICALS & FERTILZERS LTD. | 8520097 145 14874 053 3757 54 2367.0 
EM зз JAPRAKASHASSOCIATESLTD. 350708 эз 44% 357 _ 108119 — 580 16082.28 








| 100 CROMPTON GREAVES LTD. ——  — | meus юз сот пз _ 38023 119 8721.31 


89 GUJARAT STATE Fi FERTILIZERS & CHEMICALS L LTD. = 392122 — 1730 26891 — -915 641680 49 _ 154956 



































| 97 APOLOTYRESUD. — _ 328163 2573 11342 45098 34887 101 159100 

| 115 SOUTHERN PETROCHEMICAL NDS. CORP LTD. + аг 55 71.56 _ -390.83 -411263 -6.13 -232 _ 225.02 

E _ 9€ ‚ CENTURY TEXTILES & INDS. LTD. B 3216.02 — 2144 272.81 150.17 _ 593.92 751 _6239.78 
7 STATE BANK OF TRAVANCORE _ 313560 1952 326.28 26.13 — 2208.47 661 _ 2131.64 

1 4 104 CONTAINER CORP. OF INDIA LTD. EE. LUE _ 25.19 703.82 3386 982.49 112 13443.06 
05. E BANK OF MAHARASHTRA — = 3033.08 1113 — 271.84 435.22 —— 2060.93 522 1973.93 © 
Miss ностеснмошевшо 309 10050 69838 9388 81641 28 2077902 
101 МЈААВАМК _ Чен | 899749 — 1765 — 33134 16114. 217929 — 942 . 2190.72 

1 | 107 | STATE BANK OF BIKANER & JAIPUR A TM, | | 296377 — 3208. 830580 110.85 1982.90 1007 — _ 2163.60 
NONE їз „$лчртитю. _ бә жтт 205 466 _ 4508 19 119850 
ИЙ 15 NAGARJUNA CONSTRUCTION 00. LTD. 279041 5з _ 156 1132 359 4 42642 
[| 192 TECH MAHINDRA LTD. _ 278570 131.19 9918 — -5494 23595 542 1677074 
312 102 NESTLE INDIA LTD. | 278442 13.99 31510 179 547258 158 1075657 
S 106 DCM SHRIRAM CONSOLIDATED LTD. с 268840 15.21 4581 -6023 24648 4338 143967 
014 122 WELSPUN-GUJARAT STAHL ROHREN LTD. | 264899 4482 14256 132.30 33875 267 2400.86 
[113 JKCYRE&INDS.LTD. — _ 262386 _ 2492 17.05 — 346 1720208 27 4394. 

[1 92  CHAMBAL FERTILISERS & CHEMICALSLTO. = 2595.67 — -537 15113 -25.60 50570 70 157469 
ШИ з томом. —— — 1 1 257845 мї зз 6135 29857 39 38793 
Ecco O жж ви тли _ 63 зз 
CENE им пе ж ы эз 0 _ 43220. 
СОСТОИ. — sw 13:41 зш _ 380 эшм 
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No.139, Titan Industries: India's leading manufacturer of watches 
and jewelry and the world's sixth largest manufacturer of 
branded watches, which boasts of such popular brands as Titan, 
Tanishq, and Xylus, has now diversified into fashion Eyewear by 
launching Fastrack Eye-Gear sunglasses. 
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| e COMPANY Hl. i | | "a | РВОП М-САР 
UK RS. CR % CHG RS. CR % CHG 

Ма тет. = О юм 2949 18608 1638 25024 231 376% 
В 11 ZUARIINDUSTRIES LTD. = 240361 960 39355 140380 531.36 20 5653 
В 16 смак OOO . 235833 1791 20156 17615 158250 994 126771. 
MEN 148. IVRCLINFRASTRUCTURES&PROKCISLTD. — — 220307 5878 146 эх ы 7 4592.32 
Ш 19 INDIA CEMENTS LTD. — — ^D. — — 205189 — 4738 — 47883. 95679 — 74439 1600 497992. 
ШШ Pool — — — —  — 220048 5 эз тә 39347 48 600540 
ШӘЙ 142 KCSORAM NOUSTRES LTD. — — 221739 з 20598 48123 — 40385 100 лы 
o КЕТТИ 297 T! 50057 208076 S9] 21594. 
(| 184 SRIANNIAINDUSTRIES LTD. = 5 218052 m5 10765 -2648 15403 54 32413 
|| 11 wsewu»smsco лев њи 25077 1828 578058 п 20498 
ME 135 SURANA CORPORATION LTD. М 2897 оу 13.87 40.31 105 50.84 
MM 112 GUJARAT NARMADA VALLEY FERTILIZERS CO. LTD. _ 215048 1786 29472 31.56 566.80 151 170886 
| 18 THRMAXULD. O 24808 4587 18780 5237 316.73 26 578913 
180 | CEAT LTD. 013471 2227 3925 7448.08 16224 217 65809 
| 138 STATEBANKOFMYSORE = 21248 тз 04828 1507 18:797 1306 237717 
"MO. NEWEIUGMTECORPLD. — | 2110.88 -402 566.00 — -1938 1375.89 -653 1148709 
MI 123 COROMANDEL FERTILISERS LTD. о 209470 16 — 10074 2057 22490 137 1043.25 
Ё 121 VDHWRTETLESLTDL.— 08 — 1088 тю 1254 38609 а __ 117358 
__ И 54 ыш 6 _ 199 т авт. 
В 117. INDO RAMA SYNTHETICS (NDA)LTO. | 2048.53 _ 398 2091 -5966 18351 -64 70070 
At 131 КЕ C INTERNATIONAL LTD. __ 202041 — 1831 10464 112% 309000 — 348 193151 
126 JAMMU & KASHMIR BANKLTD. 202092 — 1274 _ 27449 — 5522 1581.09 480 31553 
148 FEDERALEANKLTD. - . 200956 — 2705 29273 2998 1507.6 347 233809. 
EE 132 SESAGOALTD. —— 2009.39 1208 60641 1242 03331 190 697794 
Ш * IDEA CELLULAR LTD. 00 29 12580 38215 73481 176 30611.34 
HE US uwrpsPTSUO | 19909 м 4000 5720 27179 155 10481.22 
| 109 GREATEASTERNSHIPPINGCO.LTD. 199791 - ОШ _ 8033! 58 120889 5 420551 
137 MOSEREAERINDALTD. — — — — 1 1949 10979 225096 60709 541 — 416250 
We шет — — —— ОО 249 сув ба _ 48025 -143 499280 
B 140 вснея motors Lo. 7 CU 14 6% -7475 _ 163 239 98236 
161 KIRLOSKAR OIL ENGINESLTD. = (19205 3420 17783 4134 293.12 5 2802.50 
20 208  BALRAVPUR CHINI MILLS LTD.® ——— 1919.41 136.74 29178 133.09 466.99 -255 180566 
В 178 LAKSHMI MACHINE WORKS LTD. (191911 — 4369 206200 4237 37831 102 377907 
Ev мм o . 180460 2258 24138 -1520 52488 -195 2739.34. 
“468 AUROBINDO PHARMA LTD. = 188220 — 3485 22908 23018 39544 171 3546.94 
: “185 CUMMINS INDIA NUMEN Oe ee 487151 - 858) _ 294205 — 3776 38984 206 627242 
(172 EXE INDUSTRIES TD. — —  / — i42 — 3548 1521 540 о 31993 100 359950 
NN СИ Es E 1823 — 24509 188 5473 әв 1712285 
“215 | PANTALON RETAIL (NDIA) LTD. о = me 6416 — 6643 — 155858 63 657652 
15 локте 7 ism 3028 16475 5043 53378 60 109435 
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No. 193, Havells India Ltd.: One of the largest and fastest growing 
electrical and power distribution equipment companies, with product 
portfolio comprising of Building Circuit Protection, Industrial & 
Domestic Switchgear, Cables & Wires, Energy Meters, Fans, CFL Lamps, 
and brands like Crabtree, Sylvania, and Concord. 





RANK | RANK NET SALES РАТ Е 7 еки 
а iens СОМРАМҮ ВІ М-САР 
207 | 206 RS.CR % CHG RS.CR % CHG V 


















: — NATIONAL STEEL & AGRO 1105. LTD. / з 34 2285 151 7437 36 7508 
144 ARVIND MILLS LTD. ] 1830.27 15.59 119.56 -5.98 450.00 -748 — 106073 
peo VEN 181924 — 15017 9327 981 32781 300 6275 
| NAGARJUNA FERTILIZERS & CHEMICALS LTD. 181483 — 2498 3171  -5257 33590 409 99410 
| GAMMON INDIA LTD. 181470 26.47 4448 -57.33 201.80 -220 350542 

180285 3029 28907 55305 111 111949 
12421 217 


265.47 -180 
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150 _ GODAVARI FERTILISERS & CHEMICALS LTD. 
| 152 CASTROL INDIA LTD. 























3050.94 




































































33  |TILTD. -466.58 2.18 -204.84 1297.31 
158 HINDUSTAN CONSTRUCTION CO. LTD. ОО 19 —— 3676 705 250.44 No 3254.96 
182 ESCORTS LTD. mE 1756.60 3833 _ 19.00 -51.39 169.78 2868 866.63 
| LIC HOUSING FINANCE LTD. 1732.61 2718 279.15 3384 1619.67 292 1499.03 
170 LLOYDS STEEL INDS. LTD. СӨ! 1720.83 2403 _-65.07 405 9817 285 190.10 
184 INDUSIND BANK LTD. IDEE: 1715.19 28738 6723 8259 136933 870 1566.83 
227 KOTAK MAHINDRA BANK LTD. 170775 6904 14137 — 1957 1002.55  -10 18566.14 
151 | TUBE INVESTMENTS OF INDIA LTD. /— 8984 — 115 15578 — -1484 25699 -135 122281 
76 SIMPLEX INFRASTRUCTURES LTD. 5371 2899 158.52  -32 1588.85 
16 CENTURION BANK OF PUNJAB LTD. 12138 38.25 976.19 2014 5811.88 

186 | PARKER AGROCHEM EXPORTS LTD. 0.21 -72.37 0.89 0 7.39 
an i1 JUBILANT ORGANOSYS LTD. | 1623.88 1558 231.49 66.79 374.82 35 3893.41 
| 141 GITANJALI GEMS LTD. 1621.66 1979 4780 44506 _ 9174 230 1397.30 
198 BIRLA CORPORATION LTD. Е 162117 2731 32623 159.39 519.93 1493 219869 
| SUN PHARMACEUTICAL INDS. LTD. ——- 1610.61 2872 62893 3634 695.61 -382 1936272 

+ DABUR INDIA LTD. 1601.38 2987 251.95 3310 315.54 -66 8587.24 

























209 UFLEX LTD.e 159743 47.32 4215 27.50 190.05 1049.19 
i REA E Rees WRIST 

_ NICHOLAS PIRAMAL INDIA LTD. _ 159490 14.55 | | 5420.58 

199 - BLUE STAR LTD. | 159458 - | | 29 2117.91 





881.35 





1048.47 490 1905.30 















































| 308.02 289.80 56606 1456 3916.95 

| SU-RAJ DIAMONDS & JEWELLERY LTD. 5 2868 4937 26.82 7532 — 21 255 

154 | GLAXOSMITHKLINE PHARMACEUTICALS LTD. _ 156151 483 54551 8865 756.94 154 993635 
Е | { ае somos LTD. I 154986 3448 35467 4729 48128 10 1686189 
221 | HAVELLS INDIA LTD. oe se 154362 5403 10215 6160 16398 30 24578 

204 INDIAN HOTELS CO. LTD. о 153261 3923 32239 7540 66868 843 851009 

я 4 МВС ELECTRONICS LTD. 150018 — 2420 34.12 406 90.70 -69 27092 

22  INFRASTDEVELOPMENT FINANCE CO. LTD. 150056 4994 46287 2322 1437.42 151 12743 

| SUPREME PETROCHEM LTD. n _ 488 3325 101.03 9109 98 231.93 

| KALPATARU POWER TRANSMISSION LTD. 158.10 137.92 28653 206 342873 

"FERTILISERS & CHEMICALS, TRAVANCORE LTD. 12477-15295 1329 31 82459 

301 JBFINDUSTRIES LTD. 80.59 — 8878 18671 170 69743 
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IHE АМАСТ І 


No. 201, Вајај Hindusthan Ltd.: India's top sugar and ethanol Ж 
manufacturing company is gearing up to start production of 

environment-friendly Medium Density Fibre Boards (MDF) and Particle 
Boards (PB), from its bagasse waste in order to beat the heat from 
falling sugar prices amidst record production and inventory buildup. 





























































































































COMPANY Se НН. ЫИ PBDIT д М-САР 
В$. СА % CHG RS. CR % CHG OPM 
64 BAJAJHNDUSTHANLTD. | | 1464.94 — 7298 19143 3631 48079 -354 261753 
RCON INTERNATIONAL LTD. — — — 18776 426 759 6106 15053 20 10387 
35725 3588 4597 1501 124582 — -12 57612 
| CADILA НЕА | / — 34990 1362 20470 2414 30850 24 418949 
; -G L LTD. 14288 05 6135 2472 20228 -35 87832 
Їй КАЛМАЋКАВАКО. о 3 203 хз — 057 112581 т 206180 
) JINDAL POLY FILMS LTD. — 1 Поов 15 з 4174 16823 237 416.33 
06 | TATATELESERVCES (MAHARASHTRA) LTD. 1420.48 — 2980 -31061 — 4259 — 300 20 470548 
) SHRIRAM TRANSPORT FINANCE CO. LTD. 0411089 — 5598 19040 3443 107305 -1261 260778 
[USHA MARTIN LTD. = ___| 32 ма юз — 5622 жэ 60 1056.31 
| 314 | SHREE CEMENT LTD. | __ 139954 101.86 177 861.96 707.26 625 4403.49 
GUJARAT AMBUJA EXPORTS LTD. . 189167 895 4675 5424 10531 14 41530 
| MAHARASHTRASEAMLESSLTD. | о 138966 4390 23389 6816 37251 349 37144 
180 UNITED PHOSPHORUS LTD. 130833 — 594 10704 504 37545 570 59462 
(217 warico LTD. mE 135808 | 3147 11616 1750 206.70 -23 343324 
000 GUJARAT ALKALIES а CHEMICALSLTD. 1847.49 — 1492 18656 56 40241 4 103337 
208 skFINOALT. — — — — 19004 6812 _ 1196 зм 18767 -119 1869.67 
200 KIRLOSKAR BROTHERS LTD. — 1 188781) 4547 33649 — 95.19 40445 -129 4274.86 
002 COLGATE-PALMOLIVE (NDIA) LTD. 133147 мз 16017 1640 23878 з 504029 
ПО Ramono o. =” 431483 247 200 а о 3m) 74 213353 
219 | RAVSARUP INDUSTRIES LTD. . 130167 279 4356 5669 1009209 72 24901 
Ё 211 KANSAINEROLACPAINTSLTD. = _ 128862 — 2109 107,66 -2232 195858 108 1809809 
“1688 | BALMER LAWRIE & CO. LTD. _ 128043 382 — 7022 5004 10490 129 68642 
| 247 | JAN IRRIGATION SYSTEMS LTD. _ $5141 — 4151 9254 — 5230 279 480 2740.00 
268 SHAH ALLOYS LTD. = 125084 — 4730 39129 1258 109.81 — -120 20217 
MEI WHRLPOOL OF DA LTD. — —  — (128038 — ma _ 3810 -61.82 2109 517 428105 
157 JMASWALSNECOLTO. = . 124132 — 4274 2248  -16473 13861 316 19035 
| PARSVNATH DEVELOPERS LTD. — — — — 129630 9196 27178 155.79 41574 7158 635926 
жететш — — — ОО 4100 1786 44842 35840 1039 117267 
MB. SKUMARSNATIONWIDELTD. = = 17822936 . 38.8 12352 — 2379 з атт 160053 
238 ALSTOM PROJECTS INDIA LTD. | |. 12750 — 2907 10939 13616 169.16 529 392877 
+ HOUSING DEVELOPMENT & INFRAST LTD. 100005 18522 64181 97536 67490 лї — 1248103 
384 STERLITE OFTICAL TECHNOLOGIES LTD. __ 100333 11893 5086 24758 128239 38 130999 
_214 | SUNDRAM FASTENERS LTD. | / 19184 1318 71.86 1544 16918 24 139436 
192 | TRIVENI ENGINEERING &INDS.LTD. = 119057 238 13150 3213 21537 -156 158260 
208 | SURYA ROSHNI LTD. — воз 882 ма 22076 (8068 — 720 14483 
208 BERGERPANTSINDALTD. = _ 1158.67 _ _ 18.61 83.07 1818 13047 -29 1462.66 
7924. ELECTROSTEEL CASTINGS LTD. . 156 1600 10616 38% 22245 — 104 87295 
248 PDLIEINDUSTRESUD. —— — _ 115340 — 2715 11993 3228 19362 26 319179 
B MS TESI Па 4. 2755 м о м 1409 
RANK 201 - 240 А-6 30 | December 2007 | 
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Мо. 259, Tata Tea Ltd.: Continuing its overseas acquisition spree 
(remember the famed acquisition of UK-based Tetley), the 

home-grown tea giant is looking for more buyouts abroad ТАТА ТЕА 
including «ће UK-based company called Clipper Теа with a rich 
portfolio of organic tea, coffee, malt and chocolate drinks. 





RANK | RANK А NET SALES РАТ == ү Te 
ovs P COMPANY e | | | PBDIT M-CAP 
2007 2006 RS. СА % СНО RS. CR % CHG | 

















229 GLAXOSMITHKLINE CONSUMER HEALTHCARE LTD. 1126.68 15.60 126.93 1846 IAM. S cU 


Е. Spe ee + Et » — = e—a — 


| ORIENT PAPER & INDS. LTD. 111948 2813 13068 50556 28056 1032 81044 | 


————M ——— = — == 


| МОЕОСОМ APPLIANCES LTD. | 111851 213 381 -8673 128.85 -49 89.35 





(246 МАНАА INDUSTRIAL ENTERPRISES LTD. 1141.66 2844 67.93 -15.35 193.66 -167 576.80 






































































































































































200 | SINTEX INDUSTRIES LTD. 111556 — 3044 130.58 4190 24530 275 2817.98 
(484 МРНАЗ LTD. 10211 19 13153 7254 22036 575 — 468635 
LL... SOBHA DEVELOPERS LTD. 16151 8252 26302 50 637699 
-856 KSOILSLTD. | 5732 — 27785 9517 374 9451 
_262 | BAJAJ ELECTRICALS LTD. | 0756 3853 36.58 82 7 43953 
АЕ AGRO LTD. _ 108361 134 оов 3794 20006 38 109720 

| 251 TRANSPORT CORPORATION OF INDIA LTD. — 108318 — 2011 3057 140? 7663 40 5634 
— MANGALORE CHEMICALS & FERTILIZERS LTD. -1081.54 2380 2515 — 1273 5674 з 23891. 
e элнан. © 107053 5149 11418 — 3812 205990 97 27697 

| GHCLLTD.® © 97199 12525 147.28 10651 31805 -244 147795 

| MAN INDUSTRIES (INDIA) LTD. 107061 _ 2812 5529 57.79 13180 — -76 61496 
GREAVES COTTON LTD. i 12232 4375 19059 868 1613.31 
115.04 — 24967 26196 640 118% 

44.07 6274 13906 15 — 22417 

306.57 6400 415.92 75 449336 

104717 2950 10412 10456 767.31 8738 82008 

249 NR. o1 v 104630 1948 21355  -1045 29809 20 420594 
(272 HT MEDIA LTD. TS 1043.64 26.39 115.06 20872 24387 487 4521.97 
5 FINOLEX CABLES LTD. =: 1035.65 3934 6899 3697 13984 237 136352. 
AGROTECHFOODSLTD. == 103393 108 1609 25835 2778 48 280204 

248 GOKALDAS EXPORTS LTD. 1081.05 — 16. 7028 1544 12504 209 88395 
. 100674 3 2353 -256.14 10017 584 35677 

"m 133.98 -27.66 32607 316 163899 

fide 44.69 12091 10041 208 23887 

300 2: 6988 65.16 17034 128 98739 
920 PATEL ENGINEERING LTD. — 400931 475 11013 5109 17994 76 253486 
> PUNJAB TRACTORS LTD. = 100497 5057 7798  -397| 13385 -114 164008 
| WHEELS INDIA LTD. = 100445 — 1845 2603 129 8642 25 22886 

| KARUR WYSYA BANK LTD. | 100074 2729 16001 1822 77254 510 154338 

" ÜPATMCOMPUTERSYSTEMSLTD. ————- 99655 1409 20576 584 417720 195 62115 
=; SHREE PRECOATED STEELS LTD. 98826 32.67 15.41 -4797 7534 581 329984 
2 8 CMCLTD. _ 98724 19: 56.15 2820 89.13 418 154961 
| DHAMPUR SUGAR MILLS LTD. 10273 8407 21268 -393 35046 

| i: SUPREME INDUSTRIES LTD. 3996 6896 1936 67 60122 
874 DALMIA CEMENT (BHARAT) LTD. 22894 169.82 40543 932 162735 
235 SICAL LOGISTICS LTD. 3262 -39.24 8433 4 75545 
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No. 286, DLF Ltd.: India’s top real estate developer, which came 
out with a mega IPO of Rs. 9,625 cr, also billed as India’s biggest DL KA 
public issue ever, boasts of over 289 million sq ft of existing AVAVA 
development and 615 million sq ft of planned projects. BUILDING INDIA 
RANK | RANK ; МЕТ БАЦЕ5 РАТ A 
07 | 206 ГТ RS.CR % CHG RS.CR % CHG ir il ОРМ TT 
| 23 E ICINDALTD. = __ 97945  — 169 44842 79416 61751 92 1903.13 
"225 CENTURY ENKA LTD. 6 978.13 — -106 1672 46 901 16 27356 
| 241. FORCE MOTORS LTD. 96917 529 3749 — -22443 (2559 114 44639. 
ЗП JYOTI STRUCTURES LTD. = . 96864 3935 _ 5454 9725 138900 176 143631 
250 ABHISHEK INDUSTRIES LTD. С 966.96 10.58 40.94 — 2795 — 17747 -34 398.68 
Elo — S 95207 13364 22851 23758 49814 1541 11539542 
___ омлет. — — | 93084 1427 12483 — 278 269.16 311 _ 562919 
E климат. ts Ro | 6071 8984 -1099 — 16213 476 175583 
250 | SUASHISH DIAMONDS LTD. = 1 виа 66 юз 954 во о зве 
В 341 GARDEN SILK MILLS LTD. (9984 425 2240 15142 10686 343 228 
(218 | PRAKASH INDUSTRIES LTD. 931.37 1679 13279 8580 2152 28 64504 
ME ЗИН 90520 54.85 7381 8067 жа 70 75848 
| Е 848 из 005 вп ава шо сёз 
391 РСА LABORATORIES LTD. | 92200 2230 12223 9104 20150 41 155544. 
"PST. HINDUSTAN COPPER LTD. = 92127 8635 10588 89.14 16064 -484 7748.69. 
265 AVENTISPHARMALTD. 9; 955 169.29 — 1669 27595 -0 3044.90 
ИИ > унммоат. ooo E 2694 — 4246 4838 — 153 | 066. 
ORCHID CHEMICALS & PHARMACEUTICALS LTD. — 91218 5з 9663 165 29179 6 152850 
| - mun И 2958 -6438 9273 290 28383. 
30 : 4 NAHAR SPINNING MILLS LTD. и — 907.69 а | _ 6429 12766 18647 655 34934 
8 зз ASHAPURA МАЕСНЕМ LTD. — 906.12 3228 10826 9853. 17551 — 528 — 115791 
В 321 Pos sorTware ue LTD. 03.19 эт 7959 490 1926 тз 192878 
280 SUJANA UNIVERSAL INDS. LTD. . 89166 1199 57.24 8548 100.94 -52 12704 
| 305 APOLLO HOSPITALS ENTERPRISE LTD. _ 88958 — 2548 10007 8576 1806 11 247344 
“HS од GYCOLS LTD. о 88807 — 23:5 4105 2992 14502 — -349 421.69 
ЧИ REIACECAPTALU. — — | 6067 324 668 200 — 79485 1з 2206238 
| 318 TORRENT PHARMACEUTICALS LTD. DENM 2 12% 715 — зм — 27 — 177617 
| 211 TAMLNADUNEWSPRNT&PAPERSLTD — 8858 з к бм | 2845 — 115 — 65223 
| 367 | SALORA INTERNATIONAL LTD. = A EN 67 57 мо о 96.93 
BE 59 АмтКАЛОШО ——— |. 88217. 3489 — 16355 76.14 28833 737 476523 
ЗИ SHRENW & CO. LTD. 88100 58.32 3006 7070 9019 16 271.44 
И 55 BALKRISHNA INDUSTRIES LTD. | 8/658 4151 8309 2028 18400 -115  — 105292 
359 SAKTH SUGARSLTD. - 87522 4091 9530 25265 20059 1000 27544 
| MONNET РАТ & ENERGY LTD. __ 88779 1025 13479 2734 25% — 156 91253 
067 ZEE ENTERTAINMENT ENTERPRISES LTD. 80644 — 434 16621 14061 27356 1498 1296393 
38) | SHOPPERS’ STOPLTD. _ _ 85986 33003 2620 336 147238 75 208422 
| SHREE RENUKA SUGARS LTD. | 857.20 242 5557 6608 10920 147 124426 
| - | RUCHI INFRASTRUCTURE LTD. - Z2 o cM s NR en A 
МИ 354 crapate noa Lo. OOOO 193.87 20797 30558 196 82898 
СУТИ __ 18% 18638 24290 -205 438716. 
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Nurturing wealth, since 1939 IPOs 
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Registered Office: 501, Heritage Plaza , Ј P Road , Opp. Indian Oil Colony, Andheri (W), Mumbai - 400 053. Tel: (022) 3068 7999. 
Marketing Office: 301, Kotia Nirman, Link road, Nr. Fun Republic , Andheri (W), Mumbai-400 053. Tel: (022) 67109898. 


ПЕ ANALYS | 


Мо. 341, Glenmark: Established this year its first operational subsidiary 
in Europe and completed the acquisition of Medicamenta, a Czech 
pharmaceutical company (with a subsidiary in Slovakia). 





а! МЕТ SALES à 
COMPANY 1 = == РВ n M-CAP 
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289 GUJARAT INDUSTRIES POWER CO. LTD. | 850.68 . 18292 5932 35060 34 98210 
310 | BANKOFRAJASTHANLTD. = 85035 4619 11057 62457 611.80 1755 759.56 
317 GOODYEAR INDIA LTD. = | 84936 2829 4512 41273 8031 43 39046 
0306 UKLAGHMICEMENTT = 84327 — 4433 — 17811 20121 26704 1198 741.54 
(386. PANACEA BIOTEC LTD. 838.29 5541 146.81 140.91 250.66 485 2636.81 
357 | MAHINDRA & MAHINDRA FINANCIAL SERV. LTD. . 8466 4128 132.88 22173 560.12 2858 206281 
| 379 DEEPAK FERTILISERS & PETROCHEM СОВР LTD. —— 7. 92.93 1650 17897 — 26 —— 81342 
| 351 GUJARAT GAS CO. LTD. 8890 -152 162.99 498 174422 
273 TAMILNADU PETROPRODUCTS LTD. -11.06 — -642.16 47.28 -222 158.18 
365 SANGHINDUSTRESLTO. — 696 _ 14277 75.05 309.79 754 1381.85 
Ё 298 SAISERVICESTATONLTD. = 816.41 1269 856 18725 2644 -43 70.14 
205 семе о | 81108 — 12994 016 7778 192 6 3829 
280. SAVIACHEMCALSLTD. = 808.22 3413 4725 2613 7420 20 39013 
405 GARWARE POLYESTER LTD. и = ž 808.13 -534 — 5.66 — -7244 87.28 1 105.12 
| 424 | BLKASHYAP & SONS LTD. 808.10 73,59 5551 9705 11744 48 154905 
364 OCLINDIA LTD. _ 8039 3595 77.52 105.13 18470 522 70296 
| + SUBHASH PROJECTS & MKTG. LTD. 4362 107.22 8095 240 74861 
284 ЗИМА Аб IRON & STEEL CO. LTD. 37.05 6.56 101.95 -37 254.00 
J39 MERCATOR LINES LTD. 7120  -60.66 24382 -1973 908.51 
918 RICO AUTO INDS. LTD. i 1374 2584 — 25004 9470 — 481 61779 
| 889 | GLENMARKPHARMACEUTICALSLTD. = 78318 4568 13480 10030 24971 656 776431 
908 ASAMINDAGLASSUD. = 778.39 28898 4208  -5122 170.82 — -35 1871.33 
085 SAMTEL COLOR LTD. ‘| 7775 — -1820 083 -9871 8925 718 11668 
"ЗАТ SURANAINDUSTRIESLTD. = 7/526 23.94 3075 3119 7439 4 1727 
LOU. TREND ELECTRONICS LTD. 77425 4% 248 — -8237 3314 89 45.15 
187 SPENTEX INDUSTRIES LTD. — T7362 10690 420 -58221 88.05 337.97 


"397  СНЕТПМАО CEMENT CORP LTD. 
806 BAYER CROPSCIENCE LTD. 
322 BASFINDIALTD. 


0 -181 
2 114.71 186.35 24465 785 1329.92 
9 56.86 53.06 12643 338 1015.94 


50.09 10.31 92.66 -2 
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326 JKPAPERLTD. | 76135 1549 3552 781 145.05 44 328.17 
310 BATAINDIA LTD. i 76068 928 4015 221.46 7255 294 115093 


302 EVEREADY INDUSTRIES (INDIA) LTD. — 760.32 5.60 1343 -11686 4978 499 43071 


(287 | MATRIX LABORATORIES ТО. mE 756.85 -207 9961 4538 153.08 -1152 — 3491.04 


















1452 PRISM CEMENT LTD. = 755.52 36.09 19277 21052 33254 1766 127750 
290 HIMACHAL FUTURISTIC COMMUNICATIONS LTD. 755.36 8661 -924.54 360.24 -855.34 -8797 1035.62 





9.04 3281.07 
1409.35 91.05 598 965.03 


132.16 
46.79 





333 GODREJ CONSUMER PRODUCTS LTD. 
378  IGATE GLOBAL SOLUTIONS LTD. 





288 _ AARTI INDUSTRIES LTD. 2653 43.80 8987 475 221.07 
p.d 9437 7059 577.60 293 4392.29 
7912 19142 153.85 303 918.79 
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No. 391, Godrej Industries: Enjoys more than 109 years of 
history and reputation and is part of the Godrej Group. It is 
India's leading manufacturer of oleochemicals and has a 
major presence in food products such as refined oil and tetra 
pack fruit beverages. 


RANK | RANK NETSALES | 
xctl Bose COMPANY | | РВОП 
207 | a 8$. СА % CHG RS.CR % CHG 




































































































372 | ATLAS COPCO (INDIA) LTD. 73909 2912 72.04 4248 14055 29 188694 
340 GODFREY PHILLIPS INDIA LTD. А 736.144 1593 8811 4653 15776 99 137861. 
LO. ADHUNIK METALIKS LTD. 73409 7388 тат 10981 12830 155 48753 
 SUTLEJ TEXTILES & 105. LTD. 73354 5484 3631 7567 10935 720 18847. 

[5 DIVIS LABORATORIES LTD. 73252 8952 19175 — 17210 25950 401 591483 

314 9 13191 22522 23686 1370 3861.25 

4335 26613 11469 218 36578 

152 3203 9674 91.23 154 280.41 

_ 347 4396 4551 75,9 128 32179 

43 | meo 6372 5489 9660 121.28 204 146358 
| DCM SHRIRAM INDS. LTD. 71628 — 3142 2909 пм 8524 — 332 — 82% 
||355 | MAHINDRA UGINE STEEL CO. LTD. — мат 1694 A490. -3097 98.29 -455 3299 
| ABGSHIPYARD LTD. | 70437 302 11629 3897 2503 107 207875 
‚363 pe SHOWA LTD. 70088 1656 2599 2847 532 17 20524. 
| 297 1043.10 










€— 






LAKSHMI ENERGY & FOODS LTD. 696.24 2470 6033 43.71 118.82 
| RAIN CALCINING LTD. Ar 2189 7005 69.74 133.70 


j ALEMBIC LTD. Г 7068 -998 125,04 
E 3 SOUTHERN IRON & STEEL CO. LTD. 5505 33.39 155.96 
| PRIER LTD. 105.73 55.85 180.48 
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2316.31 






































































































| ТАТА METALIKS LTD. pod 13 2952 -35.70 6933 92 30843 
зе cz “Т CEMENT LTD. | 67814 3831 9561 8053 23287 888 153467 
DRE. SUN T V NETWORK LTD. uy 74 676.87 1106 268.82 106.42 542.03 -169 — 1259779 - 
_ 383 | МАМА BHARAT VENTURES LTD. 67644 2176 14063 14242 20469 1131 105479 
336 | VARUN SHIPPING CO. LTD. : 67263 462 14135 -21.86 — 42449 900 88754 
_ = SUNDARAM FINANCE LTD. 671.52 1159 10047 — -41.10 569.60 101 1203.20 
| 67030 3633 1941 3825 10670 853 573765 
(36. нм | 2255 4272 6955 8 30975 
as BLUE DART EXPRESS LTD. . | 5023 — 1571 10295 -363 132446 
4 Шз | _ 6596 2017 -26.04 6462 -71 22491 
—— № | 65847 35929 838 1639 1759 28 4537 
293 GODREJ INDUSTRIES LTD. 657.14 — -1189 7806 976 14575 434 509247 
| WELSPUN INDIA LTD. АЛЕНЫ 65557 3780 4155 770 15859 -509 547.11 
= | EMCO LTD. prm" 65554 — 6216 4080 11290 100200 50 87154 
_ sunos LTD. _ 646049 — 1447 2780 1454 75220 33 28127 
| HONEYWELL AUTOMATION INDIA LTD. 64271 3079 58.01 70.22 9012 383 1523.14 
i 8 SUNDARAM-CLAYTON LTD. | 7532 41.02 142.63 88 184916 - 
6 GULF OIL CORP. LTD. | 23.01 097 6710 311 _ 165938 
end | RALLIS INDIA LTD. 58.11 36.67 12034 -460 376.63 
А | 1892 66 56.18 56 — 11586 
| BANNARI AMMAN SUGARS LTD. SE пт 7648 14980 358 71664 
| Chartered Financial Analyst | RANK 361 - 400 А-10 
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No. 431, Vishal retail Ltd.: One of the fastest growing retailing VIS = AL 
groups also has to its credit India’s first hypermarket. It makes its 
MEGA MART 


debut in The Analyst 500 this year. 






























































COMPANY = — | - | PBDIT - М-САР 
RS. CR . % СНС RS. СА 9% СНС ОРМ 

00 502 — INDRAPRASTHA GAS LTD. TOO CS UM 13796 29.98 27903 164 159980 
100 423 AMRIT BANASPATI CO. LTD. | 1919 199.17 253 148.04 1291 -30 18.45. 
(И 451 HINDUSTAN MOTORS LTD. _ 61880 4555 1330 -130.44 58.51 74 551.22 
MUS 368 FORBES GOKAK LTD. о 81818 —— 643. 912 -57.78 68.27 -164 584.95 
ШЫ 352 SWARAIMAZDALTD. OOOO 614.37 — 4156 1678 3080 — 3699 28 _ 33318 
NEN > simNDAED. OOO 60942 — 1639 010 -9916 32.88 608 15874 
0889 CHEMPLASTSANMARLTD. = 60807 450 167 5197 _ вз тп 359268 
EON 404 NGERSOLEAND (NDIA) LTD. __ _ 00877 22% 4648 503 835 194 103530 
ШЫ 415 STERLING BIOTECH LTD. о 60585 — 2574 13351 199 ме т — 373024. 
[| + PRECISION WIRES INDIA LTD. | 80557 7384 1678 — 704 3822 243 17149 

ИО 436 | MCLEOD RUSSEL INDIA LTD. | 8044 17.80 4747 10711 12323 769 787.12 
ПШ | 401 AMARA RAJA BATTERIES LTD. | 60098 _ 6363 4704 97223 9248 118 540.87 
{| 407 GUJARAT MINERAL DEVP CORP LTD. |. 804 3425 9447 — 16792 37553 1769 219957 
0 + kel INDUSTRES LTD. 80042 100% 4015 5436 8808 -48 476.43 
ПОП * ЈАЗВАМРРАКАЗНАНЛО = 598.00 2449 _ 7622 14044 146.96 57 25852: 
E nn 5968! 7897 54 707 2849 92 4890 
Eu Í ALFALAVAL (NDIA) LTD. о 540 35 (6964 — 73 1786 ыш _ 174639 
[| * ANDHRASUGARSLTD. — 52 30335 1767 6415 637 148090 тм 25480 
E *^ PRAJ INDUSTRIES LTD. = 59249 12639 8653 254490 11664 488 321771 
420 1 * MINDTREE CONSULTING LTD. | A 9005 661! 14443 177 261432 
И KRLOSKAR ELECTRIC CO. LTD. | 800105 4310 17.49 — 32349 2552 172 41420 | 
4220] 387 KOHINOOR #0005 LTD. | 58092 915 2207 — 621 685 2 128.13 
2 || 388 | HATSUN AGRO PRODUCTS LTD. | 8805 795 815 9176 3845 28 112.35 
1 416 PRICOLLTD. —— |. 88373 2145 36.21 877 101.18 9 302.50 

й сомакохостевме тм. — — 58200 1705 2771 пе 6 2 48490. 
46 + |СРЕТАОСНЕМ. LTD. _ e060 6366 2960 и 6790 1998 1696 
|| 401 DREDGING CORR OF INDIALTD. — — _ 87364 зи 18873 6959 24528 4% —— 15429 

EN > ватимаммета сате. — — 50004 — 7900 68 91358 18256 221 68409 
ВИ encmeers noaio. O о 26 109 зим шз тшт _ 20412. 
ШИ um а ш 1837 550 5% 35 2352 
КВ ыа 86915 10773 2507 102.34 104.42 -358 1546.23 
40 309 PROCTER & GAMBLE HYGIENE & HEALTHCARE ТО. —- 565.75 446 8982 350 152.75 2358 620.15 
|| 55 | TELEDATA INFORMATICS LTD. / 56551 14375 12337 6356 20037 — 971 872.82 

ЧИ 422 — RADICO KHAITAN LTD. _ 85763 1920 2590 -35.62 9048 -324 152027 
В = cansoruNoum UNVERSAL LD. — — 85508 2394 S666 з 10028 63 187706 
[436 393  WESTCOASTPAPERMLLSL. — 549 481? 6646 107.49 1096 515 35268 
С 391 NOVARTISINDIALTD. _ а шш вә 788 852 _ 30 тоз 
В * beccan cHRONCLE HOLOINGS LTD. 55029 60056 16136 — 13778 29005 1580 435390 
Ш wem _________ 5 ов — 20 әм 0 5 2288 
(429 | USHA INTERNATIONAL LTD. етә 2417 мв за 28 ип 8690 
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411. USHDEV INTERNATIONAL LTD. | 





No. 459, Jay Bharat Maruti Ltd.: During the year has set up new axle 
line for a new model of Maruti Udyog Limited with technical assistance 
from Futaba Corporation, Japan. 


NET SALES 
RS. СА 


РВОП 


% СНС А5. СА % CHG OPM 
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| 430 UNICHEM LABORATORIES LTD. 
| 486 KANORIA CHEMICALS & INDS. LTD. 


















| * UNITY INFRAPROJECTS LTD. 
—* — GREAT OFFSHORE LTD. 


. LUMAX INDUSTRIES LTD. 





454 COSMO FILMS LTD. | 



































Т LANCO INFRATECH LTD. | 














| 414" KIRLOSKAR FERROUS INDS. LTD. — — 
421 ANDHRA PRADESH PAPER MILLS LTD. 


































188 SIVARAM SILK MILLS LTD. 






~ bod 
—— 9 


ХЕ TELECOM & ENERGY LTD 


148 JAY BHARAT MARUTI LTD. 





08 JCTLTD. 
L405. JB CHEMICALS & PHARMACEUTICALS LTD. 621.56 _ 
= MURLI INDUSTRIES LTD. ALI) 





















“410 GABRIEL INDIALTD. = 
| * | MODERN SYNTEX (INDIA) LTD. 
1420 | FUTURA POLYESTERS LTD. 


A ~ 


























| * K S L REALTY & INFRASTRUCTURE LTD. | 














459 | HINDUSTHAN NATIONAL GLASS & INDS. LTD. 













| MEGHMANI ORGANICS LTD. 


+ FLAT PRODUCTS EQUIPMENTS (INDIA) LTD. 
| СВА SPECIALTY CHEMICALS (INDIA) LTD. 






>. 


_ НВЕРОМЕВ SYSTEMS LTD. 




































382 | MAWANA SUGARS LTD. 




















| HINDUSTAN ORGANIC CHEMICALS LTD. 
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54680 — 25900 849 454% 1851 322 6431 
Cx 54619 3804 7364 5377 12979 338 107628 
54356 — 1983 — 9008 105 120126 70 89967 
E 543.05 — 4460 195 -26.02 8428 491 16047 
65.13 3827 5582 8159 — 11 727.77 
92 14142 54.05 27222 3175 2859.97 
1828 9805 5030 — 151 42227 
2531 7407 6125 130 16565 
2052 6442 671 — 180 3712 
009006 269 эм мов 7502 6з 16500 
52502 25050 7306 64857 12635 882 501547 
52437 — 871 4446 7048 9058 390 49950 
52390 — 1175 2413 39 8951 — 90 2232] 
| 523.85 — 1672 2007 2397 4725 15 1489 
523.45 087 1068 1.48 51.87 535 29818 
_ 523.02 3230 2018 89.13 M117 152 20527 
| 7100 013 10235 -251 672.60 
41.11 4682 797 35 62400 
1197 2547 4297 7 10022 
_ МШЕ 732 7215 _ 1759 055 _ 20929 
М 1876 581 2869 -8295 2720 2389 2091 
51635 995 1063 19325 5049 540 11145 
51633 — 4801 — 368! 1532 9793 -115 198077 
51612 2462 — 3424 42% 10361 — 269 61444 
В 51532 2294 4088 662 7152 — 203 859977 
| 300 STEEL EXCHANGE INDIA LTD. — иә 90 — 352 4376 1513. — 447 17.68 
qui |. 58143 А 7870 1529 — 601.38 35.31 340 12645 
348 81052 81.11 14314 10242 — 211 38017 
UM ABOTTIDAU. 0 — -509.93 59.86 1.18 9238 -275 781.71 
NUM. RET TONS 308] ов ол 150 5 642 
| | 50868 4849 4846 24838 6789 648 195397 
КЗ 507.70 15698 3994 4429 8019 42 — 41580 
50590 -890 1415 — 7189 — 4198 — -985 16867 
505.65 3040 1704 -13010 6626 — 943 27381 
5042 31.23 8921 -60 1908.01 
12742 1000 220130 — 798 Пула. 
4157 2551 9924 38 94351 
4551 304.53 11017 164 _ 12254 
1750 23333 38.34 208 44433 
3693 412 9119 2161 240133 
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NET SALES 


No. 500, Amtek India Ltd.: Last but not the least, Amtek India has 
grown rapidly to emerge as a frontrunner in the global automotive 
component industry through a number of strategic acquisitions 
across Asia, Europe and North America, and this year makes entry 
in The Analyst 500. 















































| aoi i RS. CR % CHG RS.CR % CHG Р ay 
NE. WSTEKLTD | 49670 2981 10255 10818 15479 141 8527 
ШИИ 460 LANESSABS LTD. _ 49467 1953 2708 6634 5742 160 30438 
И © GAYATRI PROJECTS LTD. _ 49420 339 23% 3318 8428 45 29541 
МИ 409 АВАМ OFFSHORE LTD. 4934303. 124 9960 1883 38101 - 853829 
BE». MC PROJECTS (INDIA) LTD. 49058 — 25488 1590 111374 4277 31 44767 
ВИ > BOMBAY RAYON FASHONS LTD. . 40038 ши ма эз шз ш 128627 
Gar) 456 ТЕХМАСО LTD т _ 4750 — 1747 2848 4982 5838 196 103554 
43] ьм e d - 48055 50 6593 3354 8050 36 140124 
EE томе. По _ 4822! 198 2059 8205 5304 — 172 10137 
ЖИ] * saper ENGINEERING LTD. . 48095 6655 2638 юп өш ж 62231 
NE LAKSHMIVILAS BANKLTD (4844 — 21 1758 — -2176 32551 451 43037 
MERE 402 МОМА РЕТВОСНЕМ. LTD 48013 2356 549 6744 4077 437 48.64 
КӨЙ 447 ESKAY KNIT (NDIA) LTD. — |. 47970 11.80 1447 — 3071 7523 188 12240 
| 419. |T D CEMENTATION INDIA LTD. | 4788 — 119 270 -28.38 9188 235 30298 
| | HINDUSTAN SANITARYWARE & INDS. LTD. - 477.06 — 2185 — — 2911 1279 8470 238 50640 
| 17 BHUWALKA STEEL INDS. LTD. _ e755 28 = 1з 
E LH OIL LTD. : 47588 265 6749 -2796 зз T14 62146 
BEN 455 LGBALKFISHMNRBROS LTD. = ам — 1427 _ 2296 6% — 785 т 20326 
ЕІ — | и BHARATBULEELTD. | oui 47242 508 5% бы 9426 230 98364 
NE * eoan. = 2 47110 359 _ бл 6340 мим 288 143270 
Company Name as Appeared in 2006 миља 3.005 DAE Mi 
О Industrial Development Bank of India Ltd. —— chosen for the 
rankings. 
- UTI Bank Ltd. 
Y Gujarat Ambuja Cements Ltd. У 
© Bhushan Steels & Strips Ltd. Figures for the financial year are 
° Flex Industries Limited for the period April 1, 2006 to 
Hindustan Lever Limited March 31, 2007. 
Zee Telefilms Limited [1 
The top 500 companies were 
Key Notes selected and ranked on the basis 
of Net Sales. 
" New Entrants in 2006 
Я FY-June-Dec 2006 У 
Ф FY-Oct-Sep 2006 Macro classification of 
FY-Jan 06-Mar 2007 industries done to simplify 


For all companies ending date of M-cap is 24.10.2007 


the industry categories. 
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пити ИН — 


India's only 





. SME Loan Factory 
for your business needs 





фы. 
Е С 
YA 


a. 


>" 











< < 
* SM ЈЕ e Swift loan approvals 


EmLOAN ° Simple documentation 
PACK ШЕШ | . Single window processing 


Call Toll Free: 1-800-22-4447 or sms SME <CITY NAME> to 56365 





SME Loan Factories at: 
Ahmedabad |Agra | Baroda | Bangalore | Bhilwara | Bulsar | Chennai | Coimbatore | Delhi 


Ghaziabad | Hyderabad | Indore | Jaipur| Jamshedpur | Kanpur | Kolhapur | Kolkata | Lucknow 
Ludhiana | Mumbai | Nagpur | Noida | Pune | Rajkot | Surat 


Conditions apply 





2 d 3m ag 
Bank of Baroda 


10 YEARS India's International Bank 


banking with passion 





| 29+ million customers | 2700+ branches in India | 65 overseas offices/branches in 23 countries | 1150+ CBS branches | 1000+ ATMs 
| 507 branches (Ват to Врт) | 9 branches (24 hours human banking) | Internet Banking | Depository Services | Wealth Management | RTGS | NEFT | 
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How The Analyst 500 was arrived at 


Around 3,893 companies that are listed on the Bombay Stock Exchange 
have been considered for The Analyst 500 rankings. The data for FY 2006- 
2007 (April 1, 2006 to March 31, 2007) were taken for the ranking pur- 
poses. The Analyst 500 companies have been ranked on the basis of Net 
Sales alone. Besides, Net Sales, other important parameters like PAT, Operat- 
ing Profit or PBDIT, Operating Profit Margin and Market Capitalization have 
also Deen considered so as to provide to our readers a more comprehensive 
picture of the performances of the companies ranked. Also, the list contains 
the rankings of 2006 along with those of 2007 for the current 500 compa- 
nies to give the readers a sense of the changes in the rankings of the 


companies. 


A separate list of companies of Debutants and Discards has also been 
provided. The list is based on the companies that are entering The Analyst 


500 for the first time and the companies which could not find а place in this 
year's list but had figured in The Analyst 500 list in 2006. In addition, there is 
an industry-wise list of companies, comprising of those figuring in The 
Analyst 500, in alphabetical order. The companies which are de-listed from 
BSE after March'07 and for which latest data are not available were not 
considered for the ranking purposes. Also, companies with less than two 
years of listing track record were not included for the analysis. 


Data Source 


The rankings are based on the data sourced from Prowess, the corporate 
database of Center for Monitoring Indian Economy (CMIE). 


D'screpancy їп data, if: any, irom the actual figures can be attributed to the normalization process adopted by CMIE while uploading the data, in order to maintain 


uniformity across the board. 


Parameters & Definitions 





| РАТ 
PAT is the measure of Profit after the Tax deduction. 


| Growth in PAT 
PAT growth is calculated as percentage increase/decrease in PAT 
over the fiscal year 2005-06. 


| PBDIT 
PBDIT is the measure of Profit before subtracting Depreciation, 
interest and Tax. 


| Growth in PBDIT 
PBDIT growth is calculated as percentage increase/ decrease in 
Operating Profit (PBDIT) over the fiscal year 2005-06. 


4 Market Capitalization (M-Cap) 
Market Capitalization or M-Cap of a company is arrived at Бу 
multiplying the number of its common shares outstanding by ad- 
justed closing price on October 24, 2007 and calculated back- 
wards for 365 days M-cap. 


Operating Profit Margin is calculated as Operating Profit (PBDIT) 
divided by Net Sales for the FY 2006-07. 
ОРМ = (PBDIT/ Net Sales)*100 
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| NetSales 
The Net Sales figures are calculated by deducting excise duty 
from Gross Sales taken from CMIE's Prowess Database. In 
case of banks, Operating Income has been considered in place 
of Net Sales. For all these companies' financial period is consid- 
ered from April 01, 2006 to March 31, 2007. Except for few com- 
panies mentioned below : 


Ambuja Cements Ltd., has changed its accounting year-end 
from June to December. Thus, we have taken its financial period 
report for the last 18 months. Southern Petrochemical Inds. 
Corpn. Ltd., to facilitate the ongoing financial/business restruc- 
turing, extended the financial year by six months to September 
30, 2006. Balrampur Chini Mills Ltd., extended its financial year 
period and changed it to October 1, 2005 - September 30, 2006. 
And GHC L Ltd.'s financial period starts from January 2006 and 
ends on March 2007. 


——————————— M Ш 


Data compiled from Prowess database of Center for Monitoring of Indian Economy 
(CMIE) and Annual Reports of companies. 


– Amit Singh Sisodiya, Imrana Moghul and Neha Naithani 
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ABRASIVES 
|| CARBORUNDUM UNIVERSAL LTD. 
AIR TRANSPORT 


JET AIRWAYS (INDIA) LTD. 570959 57. 


BANKING SERVICES 















555.6 435 (| BANKOFINDIA —— 10222.46 — 33° 
ENDE, _ . 1019669 а 


B ПОРОВУКНО. _ 846106 — 42 














AIR CONDITIONERS & REFRIGERATORS UNION BANK OF INDIA 8341.74 43 
| BLUE STAR ЕТО. | |... 159458. _ 187 RAT. IDBI BANK LTD. = | 7002.38 Wu 


ДЕ CENTRAL BANK OF INDIA _ | 
|| NDANOVERSEASBANK _ 


WHIRLPOOL OF INDIA LTD. 125033 226 
ALL INDIA DEVELOPMENT FINANCE INSTITUTIONS 










676566 __ 49. 
654330 — 51 








































































































































































IFCILTD. 219093 —— 128 SYNDICATE BANK EE EE... T 
ALUMINUM | ИСО ВАМК____ dT 564963 — 80. 
[| HINDALCO INDUSTRIES LTD. — 182605 | 18 | ORIENTAL BANK OF COMMERCE — — 54362 $_ 
NATIONAL ALUMINIUM CO. LTD. 5920.64 55 AXIS BANK LTD. 553058 — — 5 
AUTOMOBILE ANCILLARIES E АЦАНАВАОВАМК = 840054 68° 
| MOTOR INDUSTRIES СО. LTD. _ 382725 | 88. |INDANBANK ——— a 4561.18 11 
BBHARATFORGELTD. — 18894 156 ШШШ CORPORATIONBANK — — 380376 № 
SUNDRAM FASTENERS LTD. | 11914 — 234 [|| АМОНРАВАМК | 359082 9 
MOTHERSON SUMISYSTEMSLTD. 107953 _ 258 | STATE BANK OF TRAVANCORE 313560 108, 
©) WHEELS INDIA LTD. 100445 ШЕНЕ ||| BANKOFMAHARASHTRA = 303308 105 
| AMTEK AUTO LTD. 987 | 30 Ш wasa 29974937 
RICO AUTO INDS. LTD. тим MED _ STATE BANK OF BIKANER & JAIPUR _ _ 296377 108 
О миле сномашо. о — 7088 34. Полк 25623 | 
B sueros io. — 646.49 394 || STATEBANKOFMYSORE = 211248 | 186 
SUNDARAM-CLAYTON LTD. 640.26 896 [И] ЈАММЏ ЕКАЗНМАВАМИЛТО. — — 202092 142. 
ОМАХ AUTOS LTD. _ 63049 389 С FEDERAL BANKLTD. = 2009.56 _ 148. 
Ако. ооп NM ÉNDSNDBAKLD. о 17549 04 | 
SONA KOYO STEERING SYSTEMS LTD. 58206 425 | KOTAK MAHINDRA BANK LTD. | 170775 | 175 
И LUMAX INDUSTRIES LTD. 543 44 1 CENTURION BANK OF PUNJAB LTD. — 1682.58 178 
В SE 598 B newsa um. _ 546 1% 
__ cone now с | камтаклвакио миз _ 26 
AMTEK INDIA LTD. D SQUTHINDANBANKLTD. = 1047.17 — 280 
BAKERY & MILLING PRODUCT EE KARURWSYABANKLTD. — 100074 273 
BRITANNIA INDUSTRIES LTD. 2180.52 Я BANKOFRAJASTHANLTO. 850.35 322 
BALL BEARINGS Ё уез вако  товв 359 
| КЕМОАШО. = 124004 |. 27 LAKSHMI VILAS BANK LTD. 48044 — 49i 
F A G BEARINGS МОЈА LTD. 546.19 BEER 
BANKING SERVICES UNITED BREWERIES LTD. 670.39 — 386 
DY STATEBANKOFINDIA — — 45 6 | CARBON BLACK 
BicicipkLD. — 295284 9 PHILLIPS CARBON BLACK LTD. 102674 |. 266 
PUNJAB NATIONAL BANK Ма 7808848) 24 CASTINGS & FORGINGS 
CANARABANK 122022 ШШ SUJANA UNIVERSAL INDS. LTD. 891.66 ^ 308. 
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INDUSTRY- бе са | NETSALES 
WISE COMPANY сок | RANKING 





INDUSTRY. RS CR NET SALES 
WISE COMPANY Бе уде RANKING 
VE! OF 2007 


RANKING IEI SALES 2007 
S ESKAY KNIT (INDIA) LTD. 47970 | 498 





CAUSTIC SODA 
d GUJARAT ALKALIES & CHEMICALS LTD. — 1347.49 216 












TW COAL & LIGNITE 
JE GUJARAT MINERAL ОБУР CORP LTD. 60044 | 413 










GRASIM INDUSTRIES LTD. 8578.94 40 

































EE SEU COMMERCIAL COMPLEXES | 
ЕЯ вол cements LTD. 6226.16 — 58 IJ PARSVNATH DEVELOPERS LTD. 1236.30 | 228 
BEEN ACCLID 566309 59 DUM HOUSING DEVELOPMENT & INFRAST.LTD. — 120405 | 232 
И ULTRATECH CEMENT LTD. 489430 70 8 SOBHA DEVELOPERS LTD. 1098.07 247 
В CENTURY TEXTILES & INDS. LTD. 3216.02 102 А OMAXE LTD. | 939.84  — 287 
Е мом cements о. —— 225189 | 125 BO JM C PROJECTS (INDIA) LTD. 49058 | 485 
Т BIRLA CORPORATION LTD. 162117 | 182 COMMERCIAL VEHICLES Hte 
КОШ MADRAS CEMENTS LTD 157298  — 189 С TATA MOTORS LTD. 2666027 |. 11 
ШИ SHREE CEMENT LTD. 139954 211 О ASHOK LEYLAND LTD. 733494 | 45 
МОМ к CEMENT LTD. 1230.18 229 3) EICHER MOTORS LTD. 1965.4 150 
АВ DALMIA CEMENT (EHARAT) LTD. 981.58 278 4) FORCE MOTORS LTD. | 969.17 283 
СД Uk LAKSHMI CEMENT LTD. 84327 324 Е SWARAJ MAZDALTD. 61437 405 
97 асн INDUSTRIES LTD. 816.96 330 „РИ COMMUNICATION EQUIPMENT 
ШИ ос: мод LTD. 30739 336 ШИ ric. 176446 | 169 
Т0 CHETTINAD CEMENT CORP LTD. 77235 347 Е HIMACHAL FUTURISTIC COMMUNICATIONS LTD. 75536 | 365 
Ф PRISM CEMENT LD. 755.52 354 8 _ X L TELECOM & ENERGY LTD. 52302  — 456 
ТЯ BINANI CEMENT LTD. 678.14 | | COMPRESSORS 
E ШӘ КҮТ ATLAS COPCO (INDIA) LTD. 739.09 361 
ТВ HINDUSTAN SANITARYWARE & INDS. LTD. 477.06 | 495 ИО INGERSOLL-RAND (INDIA) LTD. 608.77 |. 408 
CML ENGINEERING | чн COMPUTER HARDWARE 
EE PUN LLOYD LTD. 221948 126 7 H C L INFOSYSTEMS LTD. 11640.34 30 
ОСЯХ PATEL ENGINEERING LTD. 1009.31 270 2 | MOSER BAER INDIA LTD. 198261 148 
КИ BL KASHYAP а SONSLTD. 808.10 35 ШИЕ | 
СЯ ENGINEERS NDA LTD. 57120 429 В TATA CONSULTANCY SERVICES LTD. 14913.58 | 21 
ШИ UNITY INFRAPROJECTS LTD. 54286 445 ИИ wero LTD. 1365970 | 23 
B LANCO INFRATECH LTD. 52502 451 8 INFOSYS TECHNOLOGIES LTD. 13141.00 = 25 
ТО CEMENTATION INDIA LTD. 477.63 494 A SATYAM COMPUTER SERVICES LTD. 6204.01 54 
| _ OLOCKS& WATCHES | БИЛИ H C L TECHNOLOGIES LTD. 3013.11 | 106 
_ TITAN INDUSTRIES LTD. 2062.16 139 B TECH MAHINDRA LTD. 278570 11 
сон Dos | 7) HFLEX SOLUTIONS LTD. 1549.86 192 
_ ALOK INDUSTRIES LTD. 1857.27 160 ПИ менто. 1102.11 __ 246 
EN arvo musio. = 183027 | 162 В PATNI COMPUTER SYSTEMS LTD. 99655 | 274 
(ОО s KUMAFS NATIONWIDE LTD. 122936 | 230 МИ cmc. — 987.24 | 276 
ШО О SIYARAM SILK MILLSLTD. 52385 — 454 И POLARIS SOFTWARE LAB LTD. — — озу 302 
EE стт. | 52345 |. 455 12000 САТЕ GLOBAL SOLUTIONS LTD. _ 74634 | 35 
ШИ к SL REALTY & INFRASTRUCTURE LTD. 516.33 | 463 {ЧК MINDTREE CONSULTING LTD. 591.27 | 420 
ООХ BOMBAY RAYONFASHIONS LTD. 489.38 __ 4% (ШИ TELEDATA INFORMATICS LTD. _ 56551 483 
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At par cheque facility 


Convenient schemes with Free Cheque Books & Demand Drafts 
exceptional benefits Free statement through e-mail 
to suit varied Free personal accident insurance cover of 
customer needs Rs. 1 lakh 


Free Intra-city fund transfer facility within 
bank network 


Free ATM Card 
No folio charges 


Conditions apply 


e Premium 


Remittance and withdrawal facilities at all 196 
branches 


e Silver e Gold L Pearl Fast Track Fund Transfer / RTGS / NEFT 
e Platinum e Diamond facility at all branches 


Fastest outstation cheque collection 
Nominal charges for varied services 


Ve, 





Tamilnad Mercantile Bank Ltd. 





ESTD. 1921 Regd. Office : 57, V.E.Road, Thoothukudi-628 002 
Website.www.tmb.in 
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508.68 __ 47 
49670 481 


E: 


RANKING 
EE APAR INDUSTRIES LTD. ____ 
ИЕН LAWRIE & CO. LID. 
















TULIP ІТ SERVICES LTD. 
MASTEK LTD. 


1457.25 203 
_ 1280.13 ВИ 









































CONSUMER ELECTRONICS "> SURYA ROSHNI LTD. 118243 aes 
M мас ELECTRONICS LTD. 150918 195 ||| NAHAR INDUSTRIAL ENTERPRISES LTD. 1141.66. 241 
RE SALORA INTERNATIONAL LTD. Fs 88414 В В ORIENT PAPER & INDS. LTD. _ ... 1119.18 uem 














TREND ELECTRONICS LTD. 
COPPER & COPPER PRODUCTS 


774.25 345 

















SINTEX INDUSTRIES LTD. 1115.56 |. 245 
S a ЕПА etn) AST ЕР: 1 ET л раа 
|) PRAKASH INDUSTRIES LTD. 931.37 _ 201 


























STERLITE INDUSTRIES (INDIA) LTD. 1181977 20 Й D C M SHRIRAM INOS. LTD. — — тв 3. 
HINDUSTAN COPPER LTD. 921.27 295 DOE NAVA BHARAT VENTURES LTD. 676.14 383 
COSMETICS, TOILETRIES, SOAPS & DETERGENTS ANDHRA SUGARS LTD. 593.35 418 
























| HINDUSTAN UNILEVER LTD. 12150.89 28 15. TEXMACO LTD. 48750 —— 487. 
NIRMA LTD. 1894.60 154 DOMESTIC ELECTRICAL APPLIANCES 









1118.51 1 944 - 
-—-——— cM 


1084.85 | 249 


| DABUR INDIA LT. n 1601.38 184 


d EE | VIDEOCON APPLIANCES LTD. 
(| COLGATE-PALMOLVE (NDIA) LTD. — 1331.17 29° 


BAJAJ ELECTRICALS LTD. 























Г GODREJ CONSUMER PRODUCTS LTD. 753.36 = 356 DRUGS & PHARMACEUTICALS 
| P&G HYGIENE & HEALTHCARE LTD. — 565.75 | 432 Id DR. REDDY'S LABORATORIES LTD. 









EMAMI LTD. 482.55 — 488 RANBAXY LABORATORIES LTD. — 410776. 





























COTTON & BLENDED YARN CIPLA LTD. а 3555.37 95 
| VARDHMAN TEXTILES ЕТО. | 2089.80 — 138 QUPNL. = 200 №8187 БОШ 


ШШШ AUROBINDO PHARMA (ТО. _ 188222 __ 165 


E omn u 105076 | 258 - аек 
(@ SUN PHARMACEUTICAL INDS. LTD. — 161081 183, 


ABHISHEK INDUSTRIES LTD. 96696 285 



























Дона. ___ 9720 И ПО COUSPRAMAENDALTD. — ~- 159490. НИШ 

EE SPENTEX INDUSTRIES СТ. _ 11362 — В GLAXOSMITHKLINE PHARMACEUTICALS LTD. — 156151 — 191 - 

M FORBES GOKAKLTD. = | 61818 | 404 - EE CADLAHEALTHCARELTO. = 1449.90 — 204 - 

EE И ЗЫ __ 9960! ШШШ EEUU LTD.. _ 1046530 ШШЩ 
SANGAM (INDIA) LTD. 55191 — 439 || IPCA LABORATORIES LTD. i _ 92200 294 
COURIER SERVICES 241 AVENTIS PHARMALTD. | | 91397 | ; 296 








| BLUE DART EXPRESS LTD. 666.11 388 


CRUDE OIL & NATURAL GAS 
I OIL & NATURAL GAS CORP LTD. 5134387 Б 
ESSAR OIL LTD. 475.88 497 


| ORCHID CHEMICALS & PHARMACEUTICALS LTD. 912.18 _ | x 298. | 

Mff tower nemwcunasto азо | aor 
===> | BIOCON LTD. — GLN = dit уе _ 852.08 | E | 320 
Ei Pavceasorecim. — 8 — — 9e 325 






















































DAIRY PRODUCTS С GLENMARK PHARMACEUTICALS LTD. 78318 | 341 

ПИ NESTLEINDALTO. — —— 2784.42 | 12 EE MATRIX LABORATORIES LTD. — 5685, 353 
GLAXOSMITHKLINE CONSUMER HEALTHCARE LTD. 112668 — 2 él омс agoRATORIESLTO. 78282965 
HATSUN AGRO PRODUCTS LTD. 58705 423 EM ALEMBIC LTD. — a 03 RED 
DIVERSIFIED EM PFIZER LTD. | o m 08928 |. 379 

HER ADTABRIANUOLT. 7539 |. 47 E NOVARTIS INDIA LTD. — — — 55290 | 437. 
BÉ DC M SHRIRAM CONSOLIDATED LTD. 2688.40 —— 113 | UNICHEM LABORATORIES LTD. с 54356 443 
Bow ———— жшн | ла JB CHEMICALS &PHARMACEUTICALSLTD. — 52156 | — 457 
И 1 KESORAMINDUSTRIESLTD. 27393 > END PABBOTTINDALTD. — 0993, 469 
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RANKING 
DRY CELLS 22 BHUWALKA STEEL INDS. LTD. 476.70 496 


J 


Я EVEREADY INDUSTRIES (INDIA) LTD. 760.32 352 FOOTWEAR 
DYES & PIGMENTS OI BATAINDIALTD. 760.68 351 















GEMS & JEWELRY 
ELECTRICITY DISTRIBUTION 1 ВАЈЕЗН EXPORTS LTD. 6598.82 50 
3659.38 Е отама GEMS LTD. 1621.66 = 181 
ELECTRICITY GENERATION 8 SU-RAJ DIAMONDS & JEWELLERY LTD. 1570.91 190 
СУУ NTP CLT. 32611.10 8 4 ASIAN STAR CO. LTD. 1145.47 240 
В RELIANCE ENERGY LTD. _ 563844 MEME BI SUASHISH DIAMONDS LTD. 93429 | 289 
3 TATA POWER CO. LTD. 480774 __ 69 ВА SHRENUJ & CO. LTD. 88100 | ЗМ 
ШИШ ъъ one | Т CGIMPEXLID. | 81108 = 332 
ТУЯ леле LIGNITE CORP LTD. 2110.88 136 8 CLASSIC DIAMONDS (INDIA) LTD. 66991 — 387 


GLASS & GLASSWARE 


| 
c | 
co 
го 
=b 





ВВ GUJARAT INDUSTRIES POWER CO. LTD. 850.68 













ELECTRONIC EQUIPMENTS 1 ASAHI INDIA GLASS LTD. 778.39 342 
О BHARAT ELECTRONICS LTD. 389645 82 1 | HINDUSTHANNATIONAL GLASS & INDS. LTD. 516.12 | 464 
ЕЈ HONEYWELL AUTOMATION INDIA LTD. 64271 | 385 
ELECTRONIC TUBES | 1 APOLLO HOSPITALS ENTERPRISE LTD. 889.58 304 
КО ura сооко 7175 |. 343 











2 INDIAN HOTELS CO. LTD. 153261 194 
ЕЗ STEEL AUTHORITY OF INDIA LTD. 3580930 —— 7 205 EIHLTD. 92443 | 298 

— зто, 1741129 18 
КО spar INDUSTRIES LTD. 13074.33 26 М UNITECH LTD. 244256 120 
зин. 873695 з оғо 95207 286 
СОЯ ESSAR STEEL LTD. 808748 44 | 8 АМА PROPERTIES & INFRAST. LTD. 731.03 366 
BE нол замо 4968.16 68 
С Гн. 382775 в юк | 5880.68 66 
ПО О urn GALVA STEELS LTD. 257845 . 417 2) LIC HOUSING FINANCE LTD. 173261 | 172 
ИОК NATIONAL STEEL & AGRO 1105. LTD. 1840.23 161 
IEEE MUKAND LTD. 181924 163 BEEN ELECTROTHERM (INDIA) LTD. 730.52 367 
ИЯ ovs STEEL №05. LTD. 172083 Ча INDUSTRIAL MACHINERY (EXCL. CHEM. & TEXT) 
СРЯ 5. 1062.20 257 Т ALFA LAVAL (INDIA) LTD. 595.40 ^ 417 
ENS SHREE PRECOATED STEELS LTD. 988.26 275 2 С PRAJ INDUSTRIES LTD. 592.19 419 
ERE KALYANI STEELS LTD. | 93555 288 О rar PRODUCTS EQUIPMENTS (NDA) LTD. — 511.13 — 467 
E НЕ: B РАЈ ALLOYS LTD. 91249 297 | INFRASTRUCTURAL CONSTRUCTION 
ПО О момкет ISPAT & ENERGY LTD. 86779 34 № | JAPRAKASH ASSOCIATESLTD. 350778 |. 97 
ВЯ имало IRON & STEEL CO. LTD. 798.09 — 338 К NAGARJUNA CONSTRUCTION CO. LTD. 2792.41 — 110 
Зоо. 775.26 34 3 IVRCLINFRAST. & PROJECTS LTD. 2293.07 124 
ъи. PRODUCTS LTD. 72639 369 { HINDUSTAN CONSTRUCTION CO. LTD. 175815 170 
юю UGINE STEEL CO. LTD. 1477 372 Э MADHUCON PROJECTS LTD. _ 80388 477 
О SOUTHERN IRON & STEEL со. LTD. — 690 378 О GAYATRI PROJECTS LTD. 49420 483 
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COMPANY Miei RANKING WISE COMPANY 
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СОО SADBHAV ENGINEERING LTD. 480.95 490 6 NAGARJUNA FERTILIZERS & CHEMICALS LTD. 1814.83 164 












INORGANIC CHEMICALS (|| MANGALORE CHEMICALS & FERTILIZERS LTD. 1081.54 252 
105 калова CHEMICALS & INDS. LTD. 543.05 | NON-BANKING FINANCIAL COS. (NBFCS) 

рии Й SHRIRAM TRANSPORT FINANCE CO. LTD. 1411.84 | 209 
| UNITED SPIRITS LTD. 1999.03 21011 MAHINDRA & MAHINDRA FINANCIAL SERV. LTD. 834.66 | 326 

RADICO KHAITAN LTD. 557.63 SUNDARAM FINANCE LTD. 671.52 

РО CASTROL INDIA LTD. 1792.10 ABAN OFFSHORE LTD. 493.41 

BE ovra СНЕМСА s cro. 808.22 — 39 

ЧОО ВАМ CALCINING LTD. 695.22 ^ 376 1) REI AGRO LTD. 1083.61 
4 GULF OIL CORP LTD. 635.18 Ё (каві. 729.31 368 
MATERIAL HANDLING EQUIPMENTS 8 _ LAKSHMI ENERGY & FOODS LTD. 696.24 375 
BEMLLTD. 2444.86 ДОО KOHINOOR FOODS LTD. 589.92 — 422 
à Meee ELECON ENGINEERING CO. LTD. 718.05 —— 370 BA LT OVERSEAS LTD. 482.21 489 





MEDIA-BROADCASTING OTHER CONSTRUCTION & ALLIED ACTIVITIES 
A В ZEE ENTERTAINMENT ENTERPRISES LTD. 866.44 315 1 GAMMON INDIA LTD. 1814.70 165 
DIE SUN T V NETWORK LTD. 676.87 2 SIMPLEX INFRASTRUCTURES LTD. _ 1692.60 177. 


ERA INFRA ENGG. LTD 74008 
1 H T MEDIA LTD. 1043.64 OTHER FERTILISERS 






















Ё JAGRAN PRAKASHANLTD. 59800 —— 415 {ШЇ ТАТА CHEMICALS LTD. 394687 | 7 
(|| DECCAN CHRONICLE HOLDINGS LTD. 552.29 Ё SOUTHERN PETROCHEMICAL INDS. CORP LTD. 3237.55 | 101 
Я ZUARI INDUSTRIES LTD. 240361 122 
| NATIONAL MINERAL ОЕУР CORP LTD. 4180.70 Я || COROMANDEL FERTILISERS LTD. 209470 137 
М SESA GOA LTD. 200939 144 БЕ GODAVARI FERTILISERS & CHEMICALS LTD. 180469 167 
Ф ASHAPURA MINECHEM LTD. 906.12 б FERTILISERS а CHEMICALS, TRAVANCORE LTD. 148356 199 
В DEEPAK FERTILISERS а РЕТАОСНЕМ. CORP LTD. 828.09 {О POWER FINANCE CORP LTD. 3838.39 | 88 
EE BASFINDALTD. 770.04 : || INFRAST.DEVELOPMENT FINANCE CO. LTD. 1500.56 
ESI ле вотесн ur. 605.5 
овен: ве о 00 JINDAL STEEL а POWER LTD. 389823 | 
BM WELSPUN INDIA LTD. 655.57 О USHA MARTIN LTD. 140382 . 210 
И novo МЕТАК то 734.09 _ 38 
Í CROMPTON GREAVES LTD. 3394.16 Й STEEL EXCHANGE INDIA LTD. 511.96 466 
M © (К KIRLOSKAR ELECTRIC CO. LTD. 591.05 — 421 B L G BALAKRISHNAN & BROS. LTD. 474.11 
Шш 
БЮ NATIONAL FERTILIZERS LTD. 387581 83 HINDUSTAN ZINC LTD. 8546.77 
ШИ RASHTRIYA CHEMICALS & FERTILIZERS LTD. — 352057 ——— 98 
О GUJARAT STATE FERTILIZERS а CHEMICALS LTD. 332122 99 IU INDIA GLYCOLs LTD. _ 88807 | 
О CHAMBALFERTIISERS & CHEMICALS LTD. _ 259567 116 ZUM TAMILNADU PETROPRODUCTS LTD. — — 82312 329 
ВЕ GWARATNARMADA VALLEY FERTIZERS CO. LTD. 215048 = 132 В AARTI INDUSTRIES LTD. 74607 — 358. 
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NET SALES 
RANKING 
2007 


СОМРАМУ 





РЇ GODREJ INDUSTRIES LTD. 657.14 391 

ОО S| GROUP-INDIA LTD. 60942 | — 406 

ООО О HINDUSTAN ORGANIC CHEMICALS LTD. 50565 474 

7 ВОМВАУ DYEING & MFG. CO. LTD. 497.18 480 
| OTHER PLASTIC PRODUCTS 

{ОО SUPREME INDUSTRIES LTD. 98224 | 278 


OTHER VEHICLES 


О AB GSHIPYARD LTD. 704.37 373 






PAINTS & VARNISHES 
у 2939.86 ^ 109 
ШШ KANSAI NEROLAC PAINTS LTD. 1288.62 222 
АВ BERGER PAINTS NDIA LTD. 1158.67 237 
МИНА icio cro. 97915 281 


Т BALLARPUR INDUSTRIES LTD. 2165.25 130 


| (021 TAMIL NADU NEWSPRINT 4 PAPERS LTD. 885.28 308 
3 J K PAPER LTD. 761.35 350 
& WEST COAST PAPER MILLS LTD. 554.90 436 
5. ANDHRA PRADESH PAPER MILLS LTD. 923.90 453 


PASSENGER CARS & MULTI UTILITY VEHICLES | 
| 


ОТО MARUTI SUZUKI 'NDIA LTD. 14984.10 20 
ES MAHINDRA & MAHINDRA LTD. 9899.22 36 
IS HINDUSTAN MOTORS LTD. 618.80 ^ 403 





PESTICIDES | 


UNITED PHOSPHORUS LTD. 








Hn 136833 | 214 
ER BAYER CROPSCIENCE LTD. 77233 348 
КОЕ ваше nova LTD. 63121 398 
ОО О МЕСНМАМ ORGANICS LTD. 515.32 | 465 
З | G PETROCHEMICALS LTD. 580.60 426 
бн CHEMICALS LTD. 53292 | 448 
дьо 124132 | 227 
"ВАА тата METALIKS LTD. 678.91 | 380 
| 3. | VISA STEEL LTD. 532.53 449 
КОДО kiaLOSKAR FERROUS INDS. LTD. 52437 | 482 
EE JINDAL POLY FILMS LTD. 142073 | 207 

С GARWARE POLYESTER LTD. 808.13 334 

ЗГ COSMO FILMS LTD. 530.76 — 450 
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Industry-wise Classification 





INDUSTRY- NET SALES 
WISE COMPANY pi RANKING 
RANKING — — 2007 
PLASTIC PACKAGING GOODS 
1 UFLEX LTD. 1597.43 __ 185 
2 PAPER PRODUCTS LTD. 507.70 ____ 472 


PLASTIC RESINS 





Т FINOLEX INDUSTRIES LTD. 
2) СВА SPECIALTY CHEMICALS (INDIA) LTD. 


1012.36 | 269 
510.52 | 468 









PLASTIC TUBES & PIPES 
1 JAIN IRRIGATION SYSTEMS LTD. 


125141 | 224 
| BHARAT HEAVY ELECTRICALS LTD. 1747024 [37 
2 силом ENERGY LTD. 538316 | 67 
Я THERMAX LTD. | 214508 | 133. 
4 KRLOSKAR OIL ENGINES LTD. 192005 151 
BI CUMMINS INDIA LTD. 187151 |. 156 
B GREAVES COTTON LTD. 1062.67 256 


PUMPS 
7) KIRLOSKAR BROTHERS LTD. 
READYMADE GARMENTS 
I GOKALDAS EXPORTS LTD. 
2 VISHAL RETAIL LTD. 


1337.81 218 


1031.05 | 265 


| 569.15 _ 431 
ВЕАМЕАУ 


7) INDIAN OIL CORP LTD. 23321867 1 
A RELIANCE INDUSTRIES LTD. 110405.13 2 
3 BHARAT PETROLEUM CORP LTD. 98527.89 3 
4 HINDUSTAN PETROLEUM CORP LTD. 91203.00 4 
8 MANGALORE REFINERY & PETROCHEM LTD. 29195.55 | 10 
В | CHENNAI PETROLEUM CORP LTD. 2624040 |. 2 
Й BONGAIGAON REFINERY & PETROCHEM LTD. 5676,64 ^ — 58 
ШИ HEGLTD. 92521 | 292 
2 GRAPHITE INDIA LTD. 85452 | 919 


ROAD TANSPORT 


1 | TRANSPORT CORPORATION OF INDIA LTD. 
SECURITIES AND STOCK TRADERS 


1 RELIANCE CAPITAL LTD. 
SHIPPING 


1083.18 291 


887.67 306 


Т SHIPPING CORP OF INDIA LTD. 370191 | 92 

2||| GREAT EASTERN SHIPPING CO. LTD. 99751 | 147 
3 ESSAR SHIPPING LTD. 1025.28 ^ 267. 
4 || MERCATOR LINES LTD. 70804 | 389 - 
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Industry-wise Classification 


INDUSTRY- 
WISE COMPANY 
RANKING 


25 СВ (uva 


HE AINALYO | 


NET SALES ia 


ЕЯ VARUN SHIPPING CO. LTD. 672.63 | 384 
`В GREAT OFFSHORE LTD. 537.33 446 2 | BANNARI AMMAN SUGARS LTD. 629.91 400 






SUGAR 


















pto SODA ASH B MAWANA SUGARS LTD. 505.90 | 473 
О c Hc LLT. 107199 254 9) EID-PARRY (INDIA) LTD. 50431 476 
SOYABEAN PRODUCTS 10 OUDH SUGAR MILLS LTD. 503.61 478 

ВВ RUCH SOYA INOS. LTD. 7274.27 46 
ШЕ GUJARAT AMBUJA EXPORTS LTD. 1391.67 212 7 siemens LTD. 4461.36 73 
3 MURLI INDUSTRIES LTD. 51977 — 458 № М ABBLTD. 428446 |75 
8 HAVELLS INDIA LTD. 1543.62 193 

ШИ носо, 1250.84 22 
2 | weLspun-cuuARar STAHL ROHREN LTD. — 264899 — 114 № № INDO RAMA SYNTHETICS (INDIA) LTD. 204853 | 140 
13 TUBE INVESTMENTS OF INDIA LTD. 1698.14 — 476. 2 UB F INDUSTRIES LTD. 1476.86 200 
Би 1428.18 — 205 Ф || CENTURY ENKA LTD. 978.13 282 
СОЯ MAHARASHTRA SEAMLESS LTD. 1389.66 ^ 213 Й GARDEN SILK MILLS LTD. 933.11 29% 
9 ELECTROSTEEL CASTINGS LTD. 1156.84 _ 298 БОО SUTLEJ TEXTILES & INDS. LTD. 73354 |. 964 
EO мал INDUSTRIES (NDIA) LTD. 107061 255 © MODERN SYNTEX (INDIA) LTD. 51876 |. 461 
КОО БАТМАМАМ METALS & TUBES LTD. 571.24 П FUTURA POLYESTERS LTD. 51635 462 
о кетп "P 

Зоор INDUSTRIES LTD. 1301.67 


STORAGE & DISTRIBUTION юта, | 104822 | 259 











| gu I PETRONET L N G LTD. 555789 63 Й MCLEOD RUSSEL INDIA LTD. 60244 А 
ШО „нв. 62177 И BHARTI AIRTEL LTD. 1779088 |. 15 
Й MAHANAGAR TELEPHONE NIGAM LTD. 5536.13 64 
С uk INDUSTRIES LTD. 187142 | 157 Ф VIDESH SANCHAR NIGAM LTD. 4033.69 — 78. 
ЕО AMARA ВАЛА BATTERIES LTD. 600.98 т А IDEA CELLULAR LTD. 200270 __ 145 
3 HBL POWER SYSTEMS LTD. 509.53 BUM TATATELESERVICES (MAHARASHTRA) LTD. —— 142048  — 208 
eee EREMO. 
ИО КЕ С INTERNATIONAL LTD. 2026.41 I LAKSHMI MACHINE WORKS LTD. 191311 193 
y з Е KALPATARU POWER TRANSMISSION LTD. 149067 . 198 
ЗИМИ лот structures LTD. 968.64 1 INDIAN PETROCHEMICALS CORP LTD. 1080068 — 32, 
пили рако E В JUBILANT ORGANOSYS LTD. 162388 180 
ИО BALRAMPUR CHINI MILLS LTD. 1919.41 Ф SUPREME PETROCHEM LTD. 149383 — 197 
| ВВ suu НАОЏЕТНАМ Lo. 146494 — 20 Й РОШТЕ INDUSTRIES LTD. 115340 239 
ИЧ TRIVENI ENGINEERING & INDS. LTD. 19057 235 5 SOUTH ASIAN PETROCHEM LTD. 100273 068 
E онамрџа SUGAR ми. — — — з» 27 осмо. 65962 389 
И SAKTHISUGARS LTD. — 87522 | 313 Т. CHEMPLAST SANMAR LTD. 60891 407 
О SHREE RENUKA SUGARS LTD. 85720 317 BO LANXESSABSLTD. — 49467 482 
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Industry-wise Classificatio! 





с Cl NET SALES 
*DMPANY Mb ie RANKING 
NE I OALEO 2007 


INDUSTRY- RS.CR | NETSALE 
УМЕ СОМРАМҮ jk p RANKING 


RANKING МЕТ SALES 2007 
TYRES & TUBES 
















TOBACCO PRODUCTS 











ITCLTD. 11558.20 31 MRFLTD. 373250 90 
а GODFREY PHILLIPS INDIA LTD. 736.14 62 || APOLLO TYRES LTD. 381.63 | 100 






















































































































: TRACTORS JK TYRE & INDS. LTD. .  , 202386 DENEN 
I ESCORTS LTD. 1756.60 a | CEATLTD. = __ 214n EM 
PUNJAB TRACTORS LTD. 1004.97 | 271. BALKRISHNA INDUSTRIES LTD. 876.58 | 912 
x Е ы 
TRADING GOODYEAR INDIA LTD. 849.36 _ 323 
G AIL (INDIA) LTD. 1781308 | 14 VANASPAT 
+. — = - —————- на 
В ммтслр. _________ 1624502 05 B JHUNJHUNWALA VANASPATI LTD. | 658.47 390 
ГА STATE TRADING CORP OF INDIALTD. — 1432787 _ 22 12 AMRIT BANASPATI CO. LTD. 619.19 402 
ADANI ENTERPRISES LTD. 1005866 35 VEGETABLE OILS 
M - - THES EST ан 
REDINGTON (МОМ) LTD. 453281 2 MARICO LTD. 1358.08 | 21 
ey = ES вии и ER Б б | nca s 
И мана. EXPORTS OVERSEAS LTD. = 393574 — 80. KSOLSLTD. — = 108747 
_ = — — 370583 | BH | AGRO TECH FOODS LTD. 2 7, 10395 E 
SURANA COFPORATION LTD. 215361 131 RUCHI INFRASTRUCTURE LTD. - 85685 4 
А >> " == pete 
|| РАМТАШООМ RETAIL (NDA) LTD. — 186569 — 159 WIRES & CABLES 
PARKER AGROCHEM EXPORTS LTD. 167476 ||. 478 STERLITE OPTICAL TECHNOLOGIES LTD. 1203.83 | 233 
SHOPPERS STOP LTD. 859.86 T. _ 316 FINOLEX CABLES LTD. 1035.65 | 263 
|| SAISERVICESTATIDULTD. | 81641 = 391 PRECISION WIRES INDIA LTD. = | 60557 — 410 
TILLTD. 570.82 — 430 KEI INDUSTRIES LTD. 60042 ^ 414 
5 XX ҮТҮЕ 7 mM А Ре Т Es 
И натта ТО әллә 440 WOOLLEN TEXTILES 
USHDEV INTERNATIONAL LTD. 54680 444 RAYMOND LTD. 1314.83 | 220 
<4 RENCE EPE АЖР — т : = __ ВОМ 
3M INDIA LTD. 86 475 






TRANSFORMERS 


Top Ten Industries 
















ll EMCO LTD. oO 65554 [393 — үштү; | 
| BHARAT BIJLEE LTD. 47242 | 499 №. Company — — — idus ~ 
















TRANSPORT SUPPORT SERVICES 1 Indian Oil Corpn. Ltd. Refinery 

























| CONTAINER СОВР OF INDIA LTD. 3034.11 |. 104 2 State Bank of india 
SICALLOGISTICSLTD. 980.63 280 ване ез 
TURNKEY PROJECTS/ERECTION CONTRACTS 4 — NTPC Ltd. ion 
LARSEN & TOUBRO LTD. 1759778 | 16 | — 
M | ——— B 9 Tata Motors Ltd. Commercial Vehicles 
IRCON INTERNATIONAL LTD. | 1457.76 202 
ALSTOM PROJECTS INDIA LTD. 1217.50 231 6 Hindalco Industries Ltd. Aluminium | 
ш ————— -— = — Bs 
J SUBHASH PROJECTS & MKTG. LTD. ___ 80559 37 ^ 7 GAIL (India) Ltd. 
MCNALLY BHARAT ENGG. CO. LTD. 502.63 _ 479 Bh T 
TWO & THREEWHEELERS 8 Bharti Airtel Ltd. А ма TAE 
HERO HONDA MOTORS LTD. 989245 | 37 9 Larsen & Toubro Ltd. Turnkey Projects/ 
По —— $e > 
Ё ВАЈАЈАЈТИТО 3694 |B Erection Contracts 
ENS TVS MOTOR CO. L UD o OO aan ШШ 10. Bharat Heavy Electricals Ltd. Prime Movers —— 
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Growth in PAT- Toppers 





















crown см pom КТ > пат викало 
И сет. 7448.08 — 134 Й HOUSING DEVELOPMENT & INFRAST. LTD. 37556 — 282 — 
В MOSER BAER INDIA LTD. 205096 — 148 — Ё HIMACHAL FUTURISTIC COMM. LTD. — 36024 — 355 — 
IGATE GLOBAL SOLUTIONS LTD. 1409.35. 357 || KIRLOSKAR ELECTRIC CO. LTD. 32349 — 420 — 
| ZUARI INDUSTRIES LTD. — 1403.82 122 | OUDH SUGAR MILLS LTD. 30453 478 _ 
| UNITECH LTD. MADRAS CEMENTS LTD. 289.80 189 





1323.41 120 


























JMC PROJECTS (NDIA) LTD. т. _ HINDUSTAN PETROLEUM CORP LTD. 287.37 ERES 
INDIA CEMENTS П)... KSOLSLID зе — i © 2788 248 
ING VYSYA BANK LTD. ELECTROTHERM И (NDIA) LTD. 266.13 867 — 
— ———— ——————- ис арени 
SHREE CEMENT LTD. — AGRO TECH FOODS LTD. _ 25835 264 
1CHNDIALTD..- Í PRAJ INDUSTRIES LTD. — —— 254.49 — 419 — 
| GABRIEL INDIA LD. | SAKTHI SUGARS LTD. 25265 313 — 
Ё LANCO INFRATECH LTD. ISMTLTD. | 24967 257 _ 
| BANK OF RAJASTHAN LTD. 624.57 322 8 TULIP | T SERVICES LTD. 248.38 — 47 — 
FLAT PRODUCTS EQUIPMENTS (INDIA) LTD. 60138 _ 467 ULTRATECH CEMENT LTD. 24048 70 — 
| BHARAT PETROLEUM CORPN. LTD. — — 519.11 3 DLFLTD. 23758 286 














ORIENT PAPER & INDS. LTD. | BHUWALKA STEEL NDS. dm. 


23660 ЩЩ] 
| POLARIS SOFTWARE LAB LTD. — | 





MCNALLY BHARAT ENGG. CO. LTD. 


_ 233.33 О 























KESORAM INDUSTRIES LTD. — AUROBINDO PHARMA LTD. 230.18 | 155 
DR. REDDY'S ГАВОР LABORATORIES uD. | ANSAL PROPERTIES & INFRAST. оо 22522 № 366. 

| USHDEV INTERNATIONAL LTD. | | BATAINDALTD. = 22146 | 351 

J K CEMENT LTD. J K LAKSHMI CEMENT LTD. 221.21 324 _ 
GITANJALI GEMS LTD. AMBUJA CEMENTS LTD. 221.01 68 

|| BANK OF MAHARASHTRA PRISM CEMENT LTD. 21052 — 354 — 

GOODYEAR INDIA LTD. | НТ MEDIA LTD. 208.72 — 262 — 

Т IDEA CELLULAR LTD. Ш GRAPHITE INDIA LTD. 207.97 .— 39 — 

Highest Growth in Profits 


COMPANY INDUSTRY PAT 2007 PAT 2006 % GROWTHIN PAT 


















































CEAT LTD. | TYRES & TUBES 39.25 052 74808 _ 

(MOSER BAER INDIA LTD. COMPUTER HARDWARE 109.79 467 9225090 —— 
IGATE GLOBAL SOLUTIONS LTD. | COMPUTER SOFTWARE — 46.79 310 1409.35 

| ZUARI INDUSTRIES LTD. OTHER FERTILIZERS 393.55 26.17 |, 140382 — 

В UNITECH LTD. ws HOUSING CONSTRUCTION 984.00 6913 132341 

| IM с PROJECTS (NDIA) LTD. — COMMERCIAL COMPLEXES 159 131 ___ 84 Sod 
| INDIA CEMENTS LTD. | CEMENT —. mns 55 ШИЖ 
INGWSYABANKLTD. ——- i О BANKINGSERVCES 8891 900 BT. 

|| SHREE CEMENT LTD. _ о ewN TOO во Шаша 

| СИМО LTD. .. PANTS &VARNISHES - 448.42 50.15 > 19416. AE 
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COMPANY p^ 

Bü ACLINFOSYSTEMSLTD.  —  — 116404 
1: УМТЕСН LTD. | 2442.56 
B LANCO INFRATECH LTD. = 52502 
I ОЗНОЕУ INTERNATIONAL amo 546.80 
| JM C PROJECTS (INDIA) LTD. — 490.58 





> AMRIT BANASPATI CO. LTD. 
A МРНАЗ LTD. 








вакат 
аа RATON НО 
Й ERA INFRA ENGG. LTD. _ 

TELEDATA INFORMATICS LTD. | 
|| АМВИЈА CEMENTS LTD. о 6226.16 
[| BALRAMPUR CHINI MILLS LTD. 1919.41 - 
| DLFLTD. gu" 952.07 
TECH MAHINDRA LTD. = 
о дил ПЕВАО 
EU NOUS RESTR: — 8 
Доне = 
SUBHASH PROJECTS & MKTG. LTD. - 























B HINDUSTAN ZINC LTD. — 8546.77 - 
ANSAL PROPERTIES & INFRAST.LTD. 731.03 - 


[| STERLITE OPTICAL TECHNOLOGIES LTD. 1203.83 
ELECTROTHERM (INDIA) LTD. 73052 - 











B SUN T V NETWORK LTD. ~ | 676.87 


СОМРАМУ 

























INDUSTRY NPM (%) 2007 


Net Sales Growth Toppers 














RANK 2007 COMPANY alinm 
(RS. CR) 

IHCLTECHNODGESLTD. — 3ЗИ3М 

I VISHAL RETAIL LTD. oOo ë же 

Г SPeNTEX INDUSTRIES LTD. OOOO 773.62 

BE JBFINDUSTRIESLID. = 1476.86 

| SHREE CEMENT LTD. | __ 1399.54 


STATE TRADING СОВР OF INDIA LTD. 
КЕ INDUSTRIES LTD. 
| DR. REDDY'S LABORATORIES LTD. 
PARSVNATH DEVELOPERS LTD. 
| RUCHI sova mos. LTD. ——- а 
SOBHA DEVELOPERS LTD. — 1098.07 
By DIV'SLABORATORIESLID. = 732.52 
| NAHAR SPINNING MILLS LTD. 

|] НМАСНА. ruruRISTIC COMM. LTD. 
Mi чон COPPER US. 

By МРАЈ ALLOYS LTD. 

| KALPATARU POWER TRANSMISSION LTD. 


J ВАТМАМАМ METALS & TUBES LTD. 
























































RS, T T LID. E NES 
1 KS 01$ LTD. 3 
j FLAT PRODUCTS EQUIPMENTS (INDIA) LTD. 2 OO 
[| PANTALOON RETAIL (INDIA) LTD. ___ 1 — 
EMAMILTD. — D o EAD 
UNITED SPIRITS LTD. ONE __1999.03 _ 
ADHUNIK METALIKS LTD. | { __ 794.09 _ 09 
_ № Profit Margin Toppers 


NPM (%) 2006 CHANGE IN NPM % 
























Меси _ __ _ ALL INDIA DEVP FINANCE INSTTNS 39.83 
| iciiNDA LTD. _ PANISEVARMSHS 440 _ 
B UNITECH LTD. = HOUSING CONSTRUCTION 40.28 
| ТАТА TELESERVICES ( (MAHARASHTRA) LTD. _ TELEPHONE SERVICES | oO AB 
© MODERN SYNTEX (NDIA) LTD. — | SYNTHETIC YARN B -5.10 
! HOUSING DEVELOPMENT & INFRAST. | LD. _ _ COMMERCIAL COMPLEXES - 44.95 
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| DR. REDDY'S LABORATORIES LTD. —. DRUGS & PHARMACEUTICALS 26.73 
BS мол CEMENTS LTD. —— ЕМЕТ 18.34 
B HINDUSTAN ORGANIC CHEMICALS LTD. — — — OTHER ORGANIC CHEMICALS 2.88 
ZUARI INDUSTRIES LTD. _  OTHERFERTLUERS = 16.36 
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Operating Profit Growth Toppers 






















































RANKING OF COMPANY % Change NET SALES RANKING ОР | COMPANY "o Change NETSALES 
GROWTH IN PBDIT in PBDIT | RANKING 2007 GROWTH IN PBDIT in PBDIT | RANKING2007 
UNITECH LTD. 944.03 120 UNITED SPIRITS LTD. 18938 — M6 - 
B HIMACHALFUTURISTICOMM.LTO. __ 76942 _ 355 B BHARAT PETROLEUM CORP LTD. 18610 3 
| LANCO INFRATECH LTD. 549.28 451 Brem O 18433 — 128 - 
В симс LTD. | 45135 281 И GABRIEL INDIA LTD. 1031 460 
CGIMPEXLTD. — _ 40526 332 Й UsHDEV INTERNATIONAL LTD. 17877. 441 
| ZUARI INDUSTRIES LTD. | 388 12 ЇЇ HINDUSTAN ZINC LTD. 17698 — d. 
| HOUSING DEVELOPMENT & INFRAST LTD. 30699 — 282 — С GITANJALI GEMS LTD. _ 17558 .— 181 
©) J Mc PROJECTS (INDIA) LTD. 347.38 485 _ J| BIRLA CORPORATION LTD. 170.97 END 
TATA TELE (MAHARASHTRA) 321.50 x ў INDIA СЕМЕМТ LTD. _ 16799 125 
ЦЕО 2542 EE В MADRAS CEMENTS LTD. 161.06 189. 
DR. REDDY'S LABORATORIES LTD. _ 27488 74 |] ORIENT PAPER & INDS. LTD. 15915 243 
SHREE CEMENT LTD. - 24386 — 211 KESORAM INDUSTRIES LTD. 15694 127 
KS OILS LTD. B 22615 248 DALMIA CEMENT (BHARAT) LTD. — — 15284 279 — 
| AMRIT BANASPATI CO. LTD. 221.95 402 B J K CEMENT LTD. 15273 @ | 
Я т)иР! Т ЗЕРМСЕ LTD. __ 22175 47! [И PARSVNATH DEVELOPERSLTD. 152.22 228 
PRAJ INDUSTRIES LTD. 21063 419 ЇЇ PHILLIPS CARBON BLACK LTD. 151.62 266 
SPENTEX INDUSTRIES LTD. 20362 — 9346 — (И ULTRATECH CEMENT LTD. | 14976 70 
ERA INFRA ENGG. LTD. ___ 203.39 360 - КИ мена. ВЕТАШЈЛО 14838 431 
ANSAL PROPERTIES & INFRAST. LTD. _ 20293 366 _ | HINDUSTAN PETROLEUM СОВР LTD. 14761 4 
| BOMBAYRAYONFASHONSLTD. _ 20207 486 — FLAT PRODUCTS EQUIPMENTS (INDIA) LTD. 147.44 467 
B YES BANK LTD. _ | 146 359 ВВ STATE TRADING CORP OF INDIALTD. — 14242 22 
В KIRLOSKAR ELECTRIC CO. LTD. 19571 — 421 ll GOODYEAR INDIA LTD. 14173 $39 — 
| ELECTROTHERM (INDIA) LTD. _ 19559 367 B ALSTOM PROJECTS INDIA LTD. 4073 231 
f н сі МЕОЅҮЅТЕМЅ ТО. 19539. 30 || MPHASIS LTD. _ 13645 246 — 
AMBUJA CEMENTS LTD. 191.31 53 || GRAPHITE INDIA LTD. 13445 3109 


RANKING OF 
GROWTH IN PBDIT 


COMPANY 












OL & NATURAL GAS CORP LTD. 


_ 34074.70. 


РВОП 2007 


(RS. CR) 
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Й STATE BANK OF INDIA _ 31713.23 
JICICIBANKLTD. 20997.25 

И RELIANCE INDUSTRIES LTD. 2064331 

Щ INDIAN OIL CORP LTD. _ 1465327 

NTPCUD _ 1189980 

Ё STEEL AUTHORITY OF INDIALTD. — 1107150 __ 

f. CANARA BANK 9156.72 

M PUNJABNATIONALBANK — — 8507.33 — 
BHARTI ARTEL LTD. 773948 
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RANKING 2007 
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Rae. ie 


- Operating Profit Toppers 


RANKING OF 
GROWTHIN PBDIT 


COMPANY 












__ aseo. 
Й BANKOFBARODA — 
BANK OF INDIA 


ШЕ HINDUSTAN ZINC LTD. 
I IDBI BANK LTD. 


PBDIT 2007 
(RS. CR) 


NET SALES 
RANKING 2007 












F UNION BANK OF II OF INDIA 





B HD FCBANKLTD. 











| INFOSYS TECHNOLOGIES LTD. 








ИП SYNDICATEBANK č č 





742492 18 — 
77822 | 34 — 
mE 714382 1 А 
665888 41 
6492.11 ШШ 
DÀ- so о 1, 3 АВИ 
308009 T. 
t Дао M. d 
479900 235 — 

4759.39 52 
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RANKING C d COMPANY bs Ш 2007 | NETSALES 
GROWTH IN PBDIT (RS.CR) | RANKING 2007 
| INDIAN OVERSEAS BANK 47083 — 51 
TATA CONSULTANCY SERVICES LTD. — 455933. — 2 
CENTRAL BANK OF INDIA | 452010 49 — 
ORIENTAL BANK OF COMMERCE — — 435250 — 61 
looo 0 o я 
Ё HINDALCO INDUSTRIES LTD. 429544 HUS. 
AXISBANKLTD. 425423) a 
BHARAT HEAVY ELECTRICALS LTD. 4243.28 17 
BHARAT PETROLEUM CORP LTD. 4142. "n 5 DU 
BUCOBANK _ 4042.24 Би 
BÉ ALLAHABAD BANK 402240 66 — 
| NATIONAL ALUMINIUM CO. LTD. — 399494 — 5 — 
AIL (INDIA) LTD. 389670 14 
Й POWER FINANCE СОВР LTD 39334 86 
WIPRO LTD. = 3694.20 23 
| | |- SOSDAVAVG. | NETSALES 
V-CAP RANKING COMPANY se a RANKING 2007 
| RELIANCE INDUSTRIES LTD. 22099636 2 
OL & NATURAL GAS CORP LTD. 18927885 5 
BHARTI AIRTEL LTD. - 1484212 — 15 
NTPCLTD. 12039360 — 8. 
INFOSYS TECHNOLOGIES LTD. _ — 11560901 25 
DLFLD. — — — 1199542 END, 
TATA CONSULTANCY SERVICESLTD. — 11461744 2 
IGICIBAWLTD -— —  — 0575157 ПО 
мо. тета д 
| STATEBANKOFINDIA _ _ 7036781 В 
BHARAT HEAVY ELECTRICALS LTD. _ 6990837. 17- 
BIT CLT. | 6337866 31 
LARSEN & TOUBRO LTD. 5507581 16 — 
STEEL AUTHORITY OF INDIA LTD. 5359452 7 
INDIAN OIL CORP LTD. - 51947.59 1 


POWER GRID CORPN. OF | INDIA LTD. 


HINDUSTAN UNLEVER LTD. 
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50462.50 | [e 
HOUSING DEVELOP FINANCE CORP LTD. 4661070 56 
_ 45962.76 М 28 





Ё NATIONAL MINERAL DEVP СОВР LTD. 44197.64 ^ 76 
Ё омтесн LTD. — 39497.54 | 3 7 an 


Operating Profit Toppers 


RANKING OF COMPANY "5 ХТ 2007 NET SALE 5 
GROWTH IN PBDIT (RS.CR) | RANKING 2007 
NATIONAL MINERAL ОЕУР СОВР LTD. 3587.17 76 
TATA MOTORS LTD. | 8955398 11 
ТВ POWER GRID CORPN. OF INDIA LTD. — 347329 93 
| INDIAN BANK | 8412 — 71 
HINDUSTAN PETROLEUM CORP LTD. — 3400.29 4 








НЕ. 
JSW STEEL LTD. 

ANDHRABANK 
| GRASIM INDUSTRIES LTD. 








| LARSEN & TOUBRO LTD. 
HINDUSTAN UNILEVER LTD. 


AMBUJA CEMENTS LTD. 
B IFCILTD. 


| varun suukon. ——— 


|| INDIAN PETROCHEMICALS СОВР LTD. 


2928.34 E _ 89 — 







__ 2839, 44 | 

- ase | ped 

_ 265831 40° 

257630 20 
2529.01 16 
2435.36 28 
2410.31 32 
2341.73 53 


2282.76 128 


М-Сар Toppers 


М-САР RANKING СОМРАМУ 


| SUZLON ENERGY LTD. 
By HDFCBANKLTD. | 
Й STERLITE INDUSTRIES (INDIA) LTD. 
BE ТАТА STEEL LTD. | 
| HINDUSTAN ZINC LTD. 


365 DAY AVG CAI EC 
ДАМА. | NET SALES 


IRS.CR\¢ —RANKING2007 
37230.17 67 


36397.79 42 


35387.45 29° 
34123.08 18 


31348.15 41 








IDEA CELLULAR LTD. _ 





SATYAM COMPUTER SERVICES LTD. 






ey 


. 3061134 
30537.58 | 





ТАТА MOTORS LTD. 
BAJAJ AUTO LTD. 

GAIL (INDIA) LTD. | 

{ MARUTI SUZUKI INDIA LTD. 
|| GRASIM INDUSTRIES LTD. 
|| RELIANCE CAPITAL LTD. 

| MMTCLTD. 

В H c L TECHNOLOGIES LTD. 
| siemens LTD. — 

















SUN PHARMACEUTICAL INDS. LTD. 







2973275 __ 


& _ 25168.18 ; Ба 4n B 


ем 


2508687 20 
24974.52 40 
22062.38 306 
22061.35 — 19 — 





хта 106 





АМВИЈА CEMENTS LTD. — 
ABBLTD. Мене ДР 10 


HINDALCO INDUSTRIES LTD. 
# as on October 24, 2007 
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/— 1924961 zd Ag 
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OPM Growth Toppers 























































RANKING OF COMPANY % CHANGE NET SALES RANKING OF COMPANY %CHANGE NET SALES : 
GROWTHIN OPM inOPM _ | RANKING 2007 GROWTH IN OPM inOPM RANKING 2007 
Ug М 5697 — 18 — ll ccu. 1133 59. 
| i8! BANK LTD. 4357 48 О usa BHARAT VENTURES LTD. 131 383. 
UNITECH LTD. 390 — 120 — || ЗВЕНО. 1111 168 _ 
ESCORTS LTD. 2808 171. BANK OFBARODA - 1098 9H. 
DR. REDDY'S LABORATORIES LTD. _ — 2250 74 SAKTHI SUGARS LTD. ——- (090 33 — 
I ТАТА TELE (MAHARASHTRA) 2210 208. [И JK CEMENT LT. поо — 
| HOUSING DEVELOPMENT & INFRAST.LTD. 2181 — 232. | ORIENT PAPER &INDS.LT. — — à 102 2% 
Ё CENTURION BANK OF PUNJAB LTD. 2014 178 [| KesORAM INDUSTRIES то 1029 127 
HINDUSTAN ZINC LTD. з а STATEBANKOFBIKANER& JAIPUR 107 108. 
GUJARAT MINERAL DEVP CORP LTD. 1769 413 Волк иә 108 
| PRISM CEMENT LTD. - 1766 — 354 — HINDUSTAN ORGANIC CHEMICALS LTD. — 943 474 
| BANK OF RAJASTHAN LTD. 1755 322 VUAYA BANK 2 107 
INDIA CEMENTS LTD. 167 1% _ БРАТ INDUSTRIES LTD. 941 26 
DECCAN CHRONICLE HOLDINGS LTD. — 1580 — 438 _ | DALMIA CEMENT (BHARAT) LTD. 932 — N9 
| 0170. _ ва Ж BINANI CEMENT LTD. —- 883 381 
BIRLA CORPORATION LTD. —- M03 ОШ Í Lanco INFRATECH 170. _ 882 451 
ZEE ENTERTAINMENT ENTERPRISES LTD. 1493 315 SOUTH INDIAN BANK LTD. __ 873 ШИШ 
MADRAS CEMENTS LTD. 1686 189 Bios во та 
| | 6 PETROCHEMICALS LTD. _ 1398 426 ‘UNITED BREWERIES LTD. вз 886 
ANSAL PROPERTIES & INFRAST. LTD. _ 1370 366 Í RANBAXY LABORATORIES LTD. ве 
STATE BANK OF MYSORE 1306 __ 135 INDIAN HOTELS CO. LTD. 83 19 
ULTRATECH CEMENT LTD. 23 7m || МАПОМАЕ ALUMINIUM CO. LTD. 840 5 
SYNDICATE BANK 1199 У В АМВИЈА CEMENTS LTD. 35 53° 
JK LAKSHMI CEMENT LTD. 1198 324 B CHETTINAD CEMENT совр LTD. 785 347. 
| CENTRAL BANK OF INDIA 1142 EM Й souTHERN IRON & STEEL CO. LTD. 75 318 





RANK COMPANY 











IFCILTD. _ 
| IDBI BANK LTD. 

UNITECH LTD. 

ll ESCORTS LTD. 

DR. REDDY'S LABORATORIES UD. 

TATATELE (MAHARASHTRA) А 
HOUSING DEVELOPMENT & INFRAST. LTD. 








INDUSTRY ОРМ (%) 2007 ОРМ (%) 2006 CHANGE IN OPM % 





ALL INDIA DEVP FINANCE INSTTNS _ 78.85 











ll CENTURION BANK OF PUNJAB LTD. 














HINDUSTAN ZINC LTD. 











© GUJARAT MINERAL DEVP CORP то. 
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BANKING SERVICES 3473 
HOUSING CONSTRUCTION 5480 — 
_ TRACTORS © A0 
DRUGS & PHARMACEUTICALS 2584 
. TREPONESEMCS 1246 _ 220 
 COMMERCALCOMPLEES — — 4755 5. 22 
i BANKINGSERVICES 53 2999 | 24 
OTHER NON- FERROUS METALS 6767 4952 _ 185 
- COAL & LIGNITE 2827 10.58 Ye 
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PAT RANKING ЗОМРАМУ Abs deles 
BE OL &NATURALGASCORPLTD. 15642.92 бе 
Й RELIANCE INDUSTRIES LTD. 11943.91 Ec. 
В INDIAN OIL CORP LTD. 749856 1. 
B NTP CLIO. 6864.70 B: 
| STEEL AUTHORITY OF INDIA LTD. | 6202.29 7 
STATEBANKOFINDIA у 454131 6 
Ё HINDUSTAN ZING LTD. 4441 a 
В ТАТАСТЕШЛО, „жь № 
Be SHARTIAIRTELLTD. = 4033.23 fi 
| МЕОЗУ5 TECHNOLOGIES LTD. — — 378200 ^ 25 
M TATA CONSULTANCY SERVICES LTD. — 375729 — 21 Ў 
Щ ICICIBANKLTD. | 3110.22 Б ОҢ 
ИЙ WIPROLTD. = 284210 23 
Ш 269997 31 — 
М HINDALCO INDUSTRIES 0... 256433 13 
| BHARAT HEAVY ELECTRICALS LTD. | 2414.70 __ JE 
| GAIL (INDIA) LTD. 2386.67 — 14 
NATIONAL ALUMINIUM CO. LTD. — 2381 38 | = _ 55 
И NATIONAL. MINERAL DEVP CC CORP LTD. 2320.21 _ 76. 
[| ТАТА MOTORS LTD. __ 1913.45 И 
[И HINDUSTAN UNILEVER LTD. 1855.37 БАНИ 
[ШЇ BHARAT PETROLEUM CORP LTD. 1805.38 $ 
BEN HINDUSTAN PETROLEUM CORP LTD. — 1570.98 — 14 — 
В HOUSING DEVP FINANCE СОВР LTD. 1570.38 56 
MARUTI SUZUKI INDIA ЕТО. 156200 — 20 - 


3ANKING OF 


f COMPANY 
CLIMBERS 


| MPHASISLTD. 











ELECTROTHERM (INDIA) LTD. = 


COMPUTER SOFTWARE 


. INDUSTRIAL FURNACES 


Top Profit Makers 


























PAT RANKING COMPANY "ТТ ДЕ ЗАБ 
(RS. CR) | RANKING 2007 
PUNJAB NATIONALBANK 1540.08 — 24 — 
О GRASIM INDUSTRIES LTD. 158581 — 40 — 
BE AMBUJA CEMENTS LTD. = 1503.25 КОБ ae 
M SATYAM COMPUTER SERVICES LTD. — 142323 54 
ШЕ CANARABANK __ _ 1420.51 Ер 
I LARSEN & TOUBRO uD. 2 |. 1402. 2 ШЕН 
BJSWSTEELLTD. — —— 1292.00 39 
BAJAJAUTOLTO. — — — 123710 FE 
АСС. — ои RD 
Íl POWER GRD CORP OF INDIA LTD. — 121170 93 
MI DR. REDDY'S LABORATORIES LTD. 1176.86 74 
M INDIAN PETROCHEMICALS CORP LTD. 1157.79 32 
Й HDFCBANKLTD. 1141.45 42 
С BANKOFINDIA —— 1123.17 33 
{ MAHINDRA & MAHINDRA LTD. _ 1068.39 36 





1061.14 6 _ 
_ 102046 3 
101458 92 


_ 1008.43 ___ 51 
986.14 86 


SUZLON ENERGY LTD. 
BANK OF BARODA ES 
SHIPPING CORP. OF INDIA LTD. 
| INDIAN OVERSEAS BANK 
POWER NANCE CORP LTD: 














ВВ UNITECH LTD. |. 98400 120 
M GREAT EASTERN SHIPPING CO. LTD. — 88331 147 
n^ IFCILTD. | 8/371 _ 128 — 
HERO HONDA MOTORS LTD. 85.89 37 
(| UNION BANK OF INDIA 84539 43 


Rank 


NET SALES RANKING 2007 


Gainers 


RANK GAIN OVER 2006 





INDUSTRY 





д» ы Сс. АЕН 


| UNITECH LTD. | HOUSING CONSTRUCTION — — 120 Е c0 

M GHCLLTD. | SODA ASH | A (0 (*)164 

Й STERLITE OPTICAL TECHNOLOGIES LTD. WRES&CABES — а ЧЮ. 
SPENTEX INDUSTRIES 10 СОТТОМА BLENDEDYARN — — — 346 (+) 141 











ANSAL PROPERTIES & INFRAST. Ир. — 
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HOUSING CONSTRUCTION 


MDMSLABORATORESLTD. — (АЗ & PHARMACEUTICALS 
pM ea LE ru v рае SE 
SHREE CEMENT LTD. | CEMENT 
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Тор Loss Makers 


РАГ2007 NET SALES 





PAT 2007 NET SALES 





































































































е (RS.CR) | RANKING2007 RAM (RS.CR) |ВАМКМ2007 
B HIMACHAL FUTURISTIC COMM. LTD. — -92454 355 — B GARWARE POLYESTER LTD. | 566 334 
тит. КЕТТЕ ВО [М BHUWALKA STEEL INDS. LTD. 75 — 496 — 
SOUTHERN PETROCHEM NDS. СОВР LTD. -390.83 — 101 —- [ВВ HATSUN AGRO PRODUCTS LTD. — 815 — 423. 
ТАТА ТЕГЕ (MAHARASHTRA) -310.61 208 В JHUNJHUNWALAVANASPATILTD. 8.38 30 
FERTILISERS & CHEMICALS, TRVNCORE -124.77 199 ШИ USHDEV INTERNATIONAL LTD. 849 44 
В Essar OIL LTD. -67.49 497 Г ЗА SERVICE STATION LTD. 856 381 
LLOYDS STEEL INDS, LTD. ЕА Г FORBES GOKAK LTD. |. 90 END 
WHIRLPOOL OF INDIA LTD. 3810 — 200 - | FUTURA POLYESTERS LTD. | 1063 462 
FORCE MOTORS LTD. — 3749. 288 mn | 1088 45 
MODERN SYNTEX (NDIA) LTD. -28.69 461 РАЙ SURANA CORPORATION LTD. 1092 131. 
EVEREADY INDUSTRIES (NDIA) LTD. -13.43 352 I JAY BHARAT MARUTI LTD. 11.97 459 
TAMILNADU PETROPRODUCTS LTD. -11.06 329 - ЙИ HNOUSTAN MOTORS LTD. 1330 43 
В БРАТ мо05тАЕ5 ЕТО. = 25 ENT { mawana SUGARS LTD. 1445 — 4 
NOVA PETROCHEMICALS LTD. — —  -549 492 { USHA INTERNATIONAL LTD. 1428 — 44. 
BSIGROUP-NDALTD. и ою — 406 Be ESKAY KNT (NDIA) LTD. 149 з 
C GIMPEXLTD. _ 100 010 NE ИЙ SURYA ROSHNI LTD. и мв 2% 
PARKER AGROCHEM EXPORTS LTD. 021 179 Ё FLAT PRODUCTS EQUIPMENTS (INDIA) LTD. 1529 467 
SAMTELCOLORLTD. 08 343 ВИ SHREE PRECOATED STEELS LTD. — — 1541 0275 
TREND ELECTRONICS LTD. 248 35 M /MCPROUECTS(NDIA)LTD. — — 1590 465 
| аимтвамазетсолто. 258 ao AGRO TECH FOODSLT. бо 254 
BITDCEMENTATONINDALTO. 270. а B SALORA INTERNATIONAL LTD. _ 1627 99 
| МОЕОСОМ APPLIANCES LTD. и зв 24 - Й CENTURY ЕМКА LTD. | 1672 T 
Й STEEL EXCHANGE noia LTD. — 3902 466 В) SWARAJMAZDALTD. © 1678 — 465 
| SPENTEX INDUSTRIES LTD. — 420. 36 | PRECISION WIRES INDIA LTD. 1678 410 
TTLTD. 545 — 416 — Й HINDUSTAN ORGANIC CHEMICALS LTD. — 1704 — 474 —- 








RANKING OF 
CLIMBERS 


COMPANY INDUSTRY NET SALES RANKING 2007 RANK LOSS OVER 2006 





BOMBAY DYEING & MFG. CO. LTD. | | _ ОТНЕВ ORGANIC CHEMICALS — | Ne 
[EID-PARRY(NDIA)LTD. —- | SUGAR О | _476 mime. 





























































D C M SHRIRAM INDS. LTD. | DIVERSIFIED | 371 EN gee 
ESSAR OIL LTD. = CRUDE OIL & NATURALGAS 497 — И 
ENGINEERS INDIA ЛО — —  — омма | аза 
PROCTER & GAMBLE HYGIENE & HEALTHCARE LTD. COSMETICS, TOILETRIES и 402 -123 
CBASPECALYCHEMCALS (INDIA)LTD. — РАЗ — — авв | -120 
[eroe NSST o с Оо CHEMICALS’ _ =. ААВ LIRE uie LH 
| MAWANA SUGARS LTD. Аи. Пи а: ERU, ic ДРЕА А -91 
(1 NOVA PETROCHEMICALS LTD. __ ЗНА о B t. -90 
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MOD C 


Successful Performance through Sustainable Mining 





Unaudited Financial Results for the quarter ended 


30th September, 2007. 





(Rs. in crore) 
Unaudited _ Audited 
Three months Three months Six months Six months Year 


ended ended ended ended ended 
30-Sep-2007 30-Sep-2006 30-Sep-2007 30-Sep-2006 31-Mar-2007 















1. Net sales / Income from operations 1,111.54 948.47 2,193.20 1,760.00 4,185.84 
2. Other Income 171.18 86.21 321.27 155.98 354.69 
3. Total Income 1,282.72 1,034.68 2,514.47 1,915.98 4,540.53 
4. Total Expenditure 
а) Increase(-) / decrease(+) in stock in trade 10.00 13.83 10.13 -9.42 6.49 
b) Consumption of Stores & Spares 37.53 32.73 68.91 68.80 157.46 
с) Staff Cost 57.45 49.88 108.99 94.46 197.80 
C) Selling Exps incl. Freight out 107.82 67.22 230.26 99.87 291.99 
€) Depreciation 14.38 13.98 27.93 27.88 80.02 
- В Other Expenses 84.42 67.72 147.57 120.60 308.46 
Total 311.60 245.36 593.79 402.19 1,042.22 
5. Interest - - - - - 
6. Exceptional Items - - - - >. М 
7. Profit before Tax (3)-(4+5+6) 971.12 789.32 1,920.68 1,513.79 3,498.31 _ 
8. Provision for Tax 
- Current Tax & FBT 331.41 266.84 655.22 511.57 1,169.96 
- Deferred Tax -0.31 -0.42 -0.33 -0.82 8.14 
9. Net Profit (7-8) 1,265.79 1,003.04 2,320.21 
10. Extraordinary Items (net of tax expense Rs.) - - - - - 
11. Net Profit for the period (9-10) 640.02 522.90 1,265.79 1,003.04 2,320.21 
12. Paid-up Equity Share Capital 132.16 132.16 132.16 132.16 132.16 
(13,21,57,200 Equity Shares of 
Rs.10/- each fully paid up) 
13. Reserves excluding revaluation reserves 5,668.77 
14. EPS for the period (Rs.) 48.43 39.57 95.78 75.90 175.56 
(Not Annualised) (Annualised) Fr 
15. Aggregate of Non-promoters shareholding 
- Number of Shares E - - - 2135154 
- Percentage of shareholding 1.62 





1. Pending detailed measurement of liability of employee benefits by the acutuaries under AS 15 (Revised), the same is not considered in the financial 
statements of September, 2007, in terms of AS 25. 

2. Panna unit stopped mining activity from August, 05 and production activity from April, 06 onwards for want of environmental clearance as per the directions of 
the Central Empowered Committee of the Hon'ble Supreme Court of India. Considering the continuing uncertainty in resumption of the operations, the 
Company has assessed the position of impairment of assets of the Project and provided for impairment loss of Rs.22.24 crore during the year 2006-07. There 
is no further development in the matter during the quarter. 

З. As the company has not received any investor complaints till date, the number of investor complaints received, disposed off and lying unresolved at the quarter 

E ended 30th September, 2007 be treated as "NIL". | 

4. Theaboveresults were reviewed by the Audit Committee at its meeting held on 25th October, 2007 and taken on record by the Board of Directors at its meeting 





held on 25th October, 2007 at Hyderabad. 
ў 5. The Board of Directors of the company has approved in its meeting held on 25th October, 2007, an interim dividend (210096 on the paid up Equity Share 
Capital ofthe Company for the Financial Year 2007-08. 
w 6. Theabove unaudited financial results have been subjected to limited review by the company's Statutory Auditor. 
Та. а Sex: 


Vt 








Rs.1112 crore 


Up 





Q2 - Turnover 





ТЕТ Regd. Office: “Khanij Bhavan", 10 
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Segment-wise Revenue, Results and Capital Employed 
Under Clause 41 of the Listing Agreement 


Segment Revenue 

(net sale / income from each 
segment) 

* Iron Ore 

b) Other Minerals & Services 


Total 


Less: Inter segment revenue 
Net Sales / income from 
operations 


Segment Results 

(profit (+) / loss (-) before tax and 
interest 

from each segment) 

a) Iron Ore 

b) Other Minerals & Services 


Total 


i) Less interest 
ii) Add other unallocable income 
net of unallocable expenditure 


Total Profit before Tax 


Capital Employed 
(Segment Assets-Segment 
Liabilities) 

a) Iron Ore 

b) Other Minerals & Services 
c) Other Offices 


Total 


Hyderabad 
: 25th October, 2007 


Rs. 971 crore 





Three months 
ended 
30-Sep-2007 


1,108.46 
3.08 


1,111.54 


839.60 
-8.09 





139.61 








Unaudited 





Three months Six months 
ended 


ended 








Six months | 
ended 


30-Sep-2006 30-Sep-2007 30-Sep-2006 31-Mar-2007 











94540 2,188.73 175332 417092 
3.07 4.47 6.68 14.92 
2193.20 1760.00 4 185.84 

948.47 2,193.20 176000 418584 
72571 165872 1,399.78 327101 
4.52 4079 10.10 47 41 
1,647.93 1389.68 3223.60 

68.13 27275 12411 274.71 
1,920.68 151379 3498.31 





577.57 766.33 734.01 
2.03 37.68 6.88 
6,244.81 4,337.97 487249 
6,824.41 5,141.98 — 5,613.38 
For and оп behalf of 
National Mineral Development Corporation Limited 
Sd/- 
(УК Jain) 


Q2 - Net Profit 





First Interim 
Dividend 100% 


National Mineral Development Corporation Limited 
(A Government of India Enterprise) 
-3-311/A, Castle Hills, Masab Tank, Hyderabad - 500 028 


NUNT ARs ОИ С А ааа ҮЙ 


Chairman-cum-Managing Director 
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NET SALES 
































AMBUJA CEMENT EASTER LTD. 


ни 


BHARAT EARTH MOVERS MACHINERY 


TORRENT POWER AEC LTD. 


TORRENT POWER SEC LTD. 








MICRO INKS 





JAYANTH AGRO ORG LTD. 


AREVA T&D INDIA UD. 299 


CLARIANT CHEMICALS (INDIA) LTD. 261 





GTLLTD. Bn 
ANIK INDUSTRIES LTD. ЕТ: 


SYNGENTA INDIA LTD. 


— M —— M — REE 





























VIDEOCON COMMUNICATION LTD. Я 
BOC INDIA LTD. 396 
| wun AGRO PRODUCTS — 400 

| DSP MERRILL LYNCH LTD. 408 
STEEL CO GUJARAT LTD. - 334 
GUJARAT NRE СОКЕ LTD. | | E 
SCHENECTADY HERDILLIA LTD. зм ; 
COMPETENT AUTOMOBILE CO LTD. CMM. 
HERBERTSONS LTD. EN ij 428 E 

pem u.s co c NEM 
FEDERAL-MOGUL GOETZE (INDIA) LTD. 429 

] Ретем INFORMATION SOLUTION LTD 431 

| @LLETTE NDIA LTD s 432 | 
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BOSCH CHASSIS 55 SYSTEMS INDIA LT mc Em а 
HYDERABAD INDUSTRIES LTD. TNCS 
PENNAR INDUSTRIE LTD. с m 
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СОМРАМУ RANKING S.NO. 
2006 
IBP COMPANY LTD. 15 
KOCHI REFINERIES LTD. 18 
NATIONAL METALS CO. LTD. 53 
VIDEOCON INDUSTRIES LTD. 57 


MERCK LTD. 


SUDARASHAN CHEMICAL INDS LTD. 


Discards 











COMPANY RANKING 
2006 
ATLAS CYCLES (HARIYANA ) LTD. 444 
| MYSORE CEMENTS LTD. = | | 445 
SIMBHAOLI SUGARS LTD. : з" 446 
| амен POLYESTER LT. = =: | 449 
mm EXPORTS LTD. а E 
: ADUNIK METALIKS LTD. 5 am 
SESHASAYEE PAPER&BOARDS LTD. 
BALASORE ALLOYS LTD. 
dorm 4% 
| TINPLATE CO OF INDIA ALTO Е | и 465 
1 FCL TECHNOLOGIES & & PRODUCTS LTD. | 466 





EASTERN SILK INDS LTD. 



















INDO RAMNA TEXTILES LTD. 
| pANSWARA SYNTEX Lm. » 
| ARVIND PRODUCTS Lm 
| vac тр. m отв 
КЕТЕН Lan EN Бр 
( осн CROP CARE р. m . 480 
a JINDAL P PHOTO 110. ЊУ | 48 
|| vens (INDIA) LTD, — 
SUPER SPINNING MILLS LTD. — 
MADRAS METAL COMPANY LTD. 
NLKAMAL PLASTICS LTD. | 
| NARMADA CHEMATUR R PETROCHEMICALS LTD. 494 
| DENSO INDIA LTD. tue 
nm PUMPS LTD. он і 
| НЕХА WARE TECHNOLOGIES LTD. 


MALWA COTTON LTD. SPG MILLS LTD. 


CITY UNION BANK LTD. 





SHASON CHEMICALS & DRUGS LTD. 
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NET SALE 
RANKING 
AX) 


REDINGTON (INDIA) LTD. 


POWER FINANCE CORP LTD. 


УУ ЖАСЫН plene ein REV eite ра i domi 


eee un Beide aine ege fon een анна нудно и SE ei NIA 


neret ete ilte ey pta a S aan АУ Алде А ated E NR В Mis bant i rir nin avais ан илл 


HOUSING DEVELOPMENT & INFRAST. LTD. 


SOBHA DEVELOPERS LTD. 


DLFLTD. 


ne — MÀ n EE DEP REGERE h ELE EAM нету И 


aoa aii ia a tod Gee te eR ssi te ft ar ended Afi rS Cit дмт A eiit 


YES BANK LTD. 


ADHUNIK METALIKS LTD. 


— MP ER RE ETE D TAN 


BINAN CEMENT LTD, 


лнур ый тонны оное иен ede bd eroe el Mae pipi тоа АА Бан ree рт дар 


SUNTVNETWORKLTD,  — | 


apii i c e SAn edu Н верим одни НИ 


PRECISION WIRES INDIA LTD. 


KEI INDUSTRIES LTD. 


——— M ÁÁ го 
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BANNER DR 


Debutants 


| | G PETROCHEMICALS LTD. 


RATNAMANI METALS & TUBES LTD. 


VISHAL RETAIL LTD. 


LANCO INFRATECH LTD. 


XL TELECOM & ENERGY LTD. 


H B L POWER SYSTEMS LTD. 


TULIP | T SERVICES LTD. 


MADHUCON PROJECTS LTD. 


BOMBAY RAYON FASHIONS LTD. 


EMAMI LTD. 


L T OVERSEAS LTD. 
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Automobile Industry 





The Indian automotive sector, one of the top auto industries in Asia, has 


On the Fast Track 


carved a niche for itself in the global market and is witnessing a new 


Success story everyday. 





utomobile industry is one of the 
building blocks of the world's 

ost influential economies 

such as the US and Japan. The automo- 
bile industry, a key sector, is all set to 
play а similar које їп India. Today, the 
industry is among the most vibrant, 
modern and growing markets in the 
world. India is the world's second big- 
gest two-wheeler market after China, 
the fourth largest commercial vehicle 
producer, the eleventh largest passen- 
ger car producer, and the largest tractor 
and three-wheeler producer. The auto 
industry accounts for about 5.2% of 
India's GDP currently, and the share of 
this sector is expected to rise to 1096 by 
2016, providing employment to an addi- 
попа! 25 million people. For every job 
created directly bv the automotive in- 
dustry, a further seven jobs are created 
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indirectly. India’s robust GDP growth is 
pushing more and more people to pur- 
chase their own private vehicles includ- 
ing cars and two-wheelers. 

The delicensing and the subsequent 
opening up of the sector for 100% FDI 
through automatic route has pushed 
the country to become a center of attrac- 
tion for most of the global automobile 
players who are shifting their base to 
India. These players include the US 
automakers General Motors and Ford, 
Germany's BMW and DaimlerChrysler 
AG, France’s Renault, Japan’s Suzuki, 
Toyota and Honda, and South Korea’s 
Hyundai. Backed by strong engineering 
skills and low costs, India is an attrac- 
tive outsourcing destination for global 
auto companies. Domestic auto ancil- 
lary companies are witnessing a boom 
as sourcing parts from India is 10-20% 


cheaper for the US automakers and 
about 50% cheaper for their European 
counterparts. The production of ve- 
hicles jumped from 2 million in 1991 to 
10.9 million in 2006. 


The changing auto landscape 
Amidst strong economic growth and ro- 
bust gains in stock markets, the num- 
ber of millionaires in India has crossed 
the one-lakh mark and the country is 
emerging as the world’s second fastest 
growing nation after Singapore in 
terms of millionaires. Money is flowing 
from every nook and corner and various 
sectors are booming like never before— 
be it retail, telecom or real estate sec- 
tor. According to McKinsey consultancy, 
the current size of 50 million Indian 
middle-class is set to expand 10 times 
to 583 million by 2025. 

Just a few years back, there was 
nothing much to say about the Indian 
auto industry. However, today there 
has been tremendous growth and posi- 
tive change in the sector. The country is 
rapidly becoming a large player in ex- 
porting two-, three- and four-wheelers 
across the globe. 

However, the automobile penetra- 
tion rate is still low in India, and there 
are 7-8 cars per 1,000 people compared 
to 300-500 cars per 1,000 people in 
many Western nations, But the scenario 
is fast changing today as the economy is 
on a strong growth path, and consequent 
to the rise in the number of Indian 
middle-class consumer, the industry is 
set to grow exponentially by 2010. Fur- 
ther, India’s unique blend of competency 
in software services and lower cost ad- 
vantages of manufacturing than else- 
where in the world are pushing the in- 
dustry growth further. S Nakanishi, 
Chairman, Maruti Suzuki India Lim- 
ited says, “Increasingly, the approach for 
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INTERVIEW 


If a proper focus is given to the automotive industry, India can even head towards our larger 


goal of rapid and more inclusive growth. 


How do you view India's automotive industry in 
today's globalized world? Do you think that India 
has the potentia! to become the global auto manu- 
facturing hub? 

If we look at the existing penetration levels 
of vehicles in India, only 50 people own two- 
wheelers per 1000 and if we take four- 
wheelers probably we are the lowest in the 
world; only 7 out of a 1000 people. If we com- 
pare this to developed countries, such as the 
US, Germany or the UK, where almost 500 
cut of 1000 people own cars, the penetration 
levels are quite low. Thus, it is obvious that 
there is a lot of growth for the automotive 
industry in India. The current size of the 
passenger car industry is about 1.8 million vehicles, it is 
much low compared to China, which has about 5 million. Go- 
ing by the new trends happening in India, when we are talking 
about growing from 1.8 million passenger vehicles currently 
to about two and a half million by 2010 or even more, it is not 
surprising. Given the manufacturing of low-cost cars by Tatas 
or Nissan, the migration from two-wheelers to four-wheelers 
would be more. In the passenger car segment, 70% of the seg- 
ment is occupied by small cars. So, if one lakh cars come in 
India, it may create a new segment altogether. Driven by the 
250 million middle-class and overall developments and the 
growth in the Indian economy, India has the potential to play 
a major role in two things. First, our country can become a hub 
of small cars and the second is that it can play a significant 
role in auto component exports. Right now, our auto compo- 
nent exports are roughly about $2 bn; this is going to increase 
to $25 bn by 2015 or even more. Thus, if we put our act to- 
gether such as world-class infrastructure and simplified tax 
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Partner — Assurance, 
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structure, etc., it is very easy to participate 
in the global auto market in a big way and 
become a global auto manufacturing hub. 


How do you compare India's automotive industry 
growth vis-à-vis China? Among the BRIC economies, 
how do you view India's potential as a market? 

For two-wheelers, the biggest market in the 
world is India and China. As there is no huge 
market for two-wheelers in developed coun- 
tries, obviously two-wheeler players either 
think of expanding in India or China or other 
developing countries. As China is very diffi- 
cult to enter, most of the players are looking 
towards entering certain upcoming markets 
in Asian countries such as Indonesia, Malaysia and Thai- 
land, South American markets such as Mexico, Brazil and 
also some African markets since these economies are devel- 
oping economies. So, I think the market for two-wheelers is 
restricted to mostly developing economies. For four-wheelers, 
as the penetration levels are low, obviously the domestic de- 
mand is going to vamp up considering the increasing dispos- 
able income and better lifestyle. 


While Maruti Suzuki has been able to crack the Indian market, why have 
others, including global players, been struggling? 

Most of the global players barring the Asians came with mid- 
size cars, since they believed small cars were unprofitable. 
Only the Asians manufactured small cars since there was a 
huge demand and, while struggling initially, they acquired the 
expertise in manufacturing small cars. Thus, it became very 
easy for Maruti to progress as they had the product required in 
the Indian market in the small car segment. So most of the big 


India cannot be price versus features. It 
has to be price and features. It cannot be 
value versus style. It has to be both. Nor 
can it be looked at as petrol or diesel. 
Multiple fuel options will have to be of- 
fered. The way forward, clearly, is to be 
able to expand the range of offerings, 
across segments and fuel types." 


Current scenario 
The sector is undergoing a fundamental 
shift as companies are setting out to 
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unlock the benefits of the global scale of 
operations exhibited by the increasing 
merger and acquisition deals (around 
$515 mn from 17 deals so far this year). 
Mahindra & Mahindra leads the in- 
creasing global ambitions of Indian 
businesses, followed by Tata Motors. 
Nissan, Renault, Suzuki, Honda, Gen- 
eral Motors are aggressively drawing 
up plans to make India their export hub. 
The amount of foreign exchange through 
these ventures will make noteworthy 


contribution to the country's economic 
growth. The sector is on the fast track 
and many auto majors have been ag- 
gressively launching new models. Over 
the last one year, an amazing number of 
over 20 models have been launched in 
the passenger vehicle segment alone. 
The robust sales figures of the recently 
introduced models have made them a 
story of success. For the period April- 
June 2007, the total number of vehicles 
sold includes 13,430 Zen Estilos, 9,302 
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Automobile Industry 





three— Ford, GM and Chrysler— didn't have the right product 
for India. Since more than 7096 of the market is in the small car 
segment, most of the big players have realized that they cannot 
ignore the small car segment and most of them are planning to 
enter; in fact, they have entered. Also, innovation is very critical 
in the automotive industry where a product developed in one 
market cannot be brought to countries such as India. The ve- 
hicles rolled out in India should be adaptable to the Indian 
customer's tastes as well as the product price should be attrac- 
tive since a majority of the customers are cost-conscious. Thus, 
Hyundai, Maruti and Tatas are quite successful in the country 
since they are also in the small car segment. Also, Maruti kept 
changing its product portfolio and had its presence in both 
small and medium car segment. Similarly, Hyundai is also 
present in all the segments small, medium and big. As Maruti 
was able to capture the Indian market at a very initial stage 
and kept offering the new products at regular intervals, which 
are well-accepted in the market, the company was able to hold 
down to a sizable market share even now. 


How do you view the Mahindra & Mahindra move to enter the US 
market? What kind of challenges and opportunities do you foresee? 
Indian OEMs are innovative and are able to compete globally. 
They have developed their own cars which were successful in 
India and overseas as well. Many companies are tying with 
Mahindras and Tatas in rolling out products. We have 
Mahindra's Scorpio which has tasted success overseas. We 
cannot ignore the North American markets because they are 
huge. To participate in the growth story, it is necessary to go 
global. Going by the confidence of Indian OEMs and the suc- 
cess that they have experienced, I am not surprised if Indian 
ОЕМ$ reach out to many more global markets in the near 
future. Providing the right cost, compliance with emission 
norms, better fuel-efficiency and adhering to quality struc- 
ture as well as basic safety norms are some of the key chal- 
lenges for all players. In addition, understanding the culture 
of the market and rolling out the product which fits the local 
culture including better after-market services is very impor- 
tant to be successful in each market. The domestic OE players 
also have to spend a sizeable sum in product innovations, to 
be successful both in domestic as well as global automotive 
market. 


How do you view the performance of the passenger car segment in FY2007? 
Due to the interest rate hike, the overall performance of the 
passenger car segment was slightly dull and not so rosy com- 
pared to what happened in 2006 and 2005. Many factors are 
responsible, but majorly it is the interest rate hike. In India, 
where more than 85% of cars are bought on financing scheme, 
interest plays a major role. For the first two quarters, perfor- 
mance was much more difficult and the third quarter is mixed. 


Where do you see the Indian automotive industry in the next five years? 
What are the inefficiencies that need to be ironed out? 

I am very bullish that India would do extremely well in both the 
domestic and global markets. But the country needs to focus on 
some important issues. The first issue is the high direct and 
indirect tax regime in India compared to other countries. If there 
is a cost disadvantage, it would be very difficult to compete inter- 
nationally. Also, there should not be any multiple tax structure 
which makes the Indian OEMs and other component suppliers 
uncompetitive; this is an area where the government is working. 
Second thing is infrastructure improvement, since ports play a 
major role for exports. Third is the acute shortage of skill set and 
trained people are mainly not available in the country. Further, 
when the country is negotiating FTAs, we should be sure that 
Indian players are not exposed to undue risk in terms of cost 
disadvantages. Also, the government should focus on specific 
incentives for the automotive industry such as the IT sector. 
Apart from the incentives for R&D, what has happened to the IT 
sector has not happened to the auto sector in India. Now, the 
government has unveiled an ambitious “Automotive Mission 
Plan-2016" to make India a global hub for automobiles and auto 
components. By coordinating with industry players, providing 
more incentives for auto components and more focus on the 
goals, the country can expect a faster growth than what it is 
targeting. As we know the problem, the initiative towards ad- 
dressing the challenges should be quick. The country needs to 
move fast and ensure that it is moving on the right track. This is 
an industry where the employment opportunities are more, both 
direct and indirect. Given the poverty levels in the country and 
the fact that more than 60% of the people are dependent on 
agriculture, most of the unemployable people can secure jobs. If a 
proper focus is given to the automotive industry, India can even 
head towards our larger goal of rapid and more inclusive growth. 


Hyundai Vernas, 9,435 SX4s, 8,059 
Logans, and 6,085 Sparks. After seeing 
the success of the new brands in the 
market, many players are in the process 
of launching new models. 

During FY2007, the industry pro- 
duced a wide variety of vehicles. These 
included over 2.06 million four-wheel- 
ers, and over 9 million two- and three- 
wheelers. However, during the first half 
of the current fiscal, the industry wit- 
nessed a slowdown. Despite this, the 
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industry continues to attract consider- 
able interest across the globe. Auto 
players which have innovated by 
launching new products have done bet- 
ter. Maruti Udyog Ltd., the biggest car 
maker of the country has been dominat- 
ing the market over the years and has 
nearly half of the Indian car market 
share. During the first half of 2007, 
much of the incremental sales have 
come from new models like Mahindra's 
Logan and Chevrolet's Spark. Hyundai 


has introduced a new small car called 
the i10, the successor to Santro. How- 
ever, Honda has suffered a marginal 
decline, and Toyota, which has not 
changed its line-up, has also struggled. 
Like the passenger cars, the commer- 
cial vehicle segment has also witnessed 
interest from new entrants such as the 
Ace from Tata Motors. Even the inves- 
tor interest is mainly concentrated on 
the LCV segment. Nissan announced a 
$500 mn JV with Ashok Leyland in the 
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INTERVIEW 


By 2016, India would become the 7^ largest manufacturer of passenger cars. 


What is your apinion about the performance of the 
Indian automotive industry in the Financial Year that 
eaded March 31*? 

Indian Automobile Industry is showing ro- 
bust growth — with production growing at an 
average rate of 15% over the last five years. 
The year 2006-07 showed encouraging per- 
formance of the vehicle industry with pro- 
duction growing at 14%, domestic sales reg- 
istering a growth of over 13% in number 
terms and more than 15% in value terms. 
АП segments have shewn growth led by com- 
mercial vehicles @ 3396, three wheelers @ 
28%, passenger vehicles @ 18% and two 
wheelers @ 11%. Exports have also grown 
remarkably with the growth rate being more 
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only a few years ago that this picture was 
exactly the opposite. So, clearly as far as ex- 
ports are concerned of auto components, 
there is a shift from the after market to the 
OEs. 


Опа more general note, the Automotive Mission 
Plan very clearly states that India will become a 
design and manufacturing hub of small cars for the 
automotive industry with players such as Suzuki, 
Toyota, Hyundai, Tata, Renault/Nissan all exporting 
cars from India with Indian made components. This 
then is also providing additional opportunities to 
the auto component industry to export components 
from India. Currently, the auto component industry 
is exporting $2 bn worth of components directly; 


than 25%. 


in your opinion, is there any shift from the replacement market to the 
ariginal equipment market in the Indian automotive industry? 

This questicn pertains to the auto component sector. If the 
export figures are an indication then the statement is correct. 
The share of exports to OEs and Tier 1 firms account for about 
75% of exports and only 25% goes to the after market. It was 


Light Commercial Vehicle (LCV) seg- 
ment. In the commercial vehicle seg- 
ment, LCV sales have shown healthy 
growth rates, while the heavy vehicle 
segment has slumped. 


А small car hub in the making 

Against the shrinking and stagnating 
car sales in North America, Europe 
and Japan, the potential for selling In- 
dian passenger vehicles has stimu- 
lated the entire industry. Thanks to 
the rapidly grcwing middle-class and 
investment in better roads, the sector 
grew 12% in the 12 months to March 
31, 2007, with exports exceeding $2 bn. 
The government policy on fostering In- 
dia as a destination for the manufac- 
ture of automobiles and automotive 
components got into high gear with the 
recent unveiling of a 10-year plan, 
which aims to transform India's $34 bn 
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and the Automotive Mission Plan predicts this export to increase to $15 
bn by 2015. How does the Indian auto industry fare on quality and cost 


etc.? 


automotive industry into a $145 bn in- 
dustry by 2016. With India's cost ad- 
vantage, higher fuel-efficiency and ver- 
satility, it is fast becoming a hub for 
small car manufacturing. Small cars 
account for more than 70% of the In- 
dian market. Car manufacturers, both 
Indian and multinational, are rushing 
in to invest in small-car projects or are 
busy building factories in the sub-con- 
tinent, where eosts are low and mar- 
gins high. For instance, the world's 
largest auto parts maker, Delphi Corp, 
has relocated several product lines to 
India, followed by Bosch, another auto 
parts giant. Even global luxury 
carmakers are planning to strengthen 
their presence in India and predict that 
India has big growth potential even for 
premium cars. Rupert Stadler, CEO, 
Audi AG said, "The Indian market for 
premium cars may be small now but 


factors globally? How can we look at alternative materials/designs, the 
prospects for value engineering, saving logistics cost, outsourcing, 


Globally, India and other countries are distinct as far as their 
unique advantages are considered. Vehicles made in India 
compare with the best around the world. Vehicles made in 


we see a big growth potential in the 
coming years." The industry exports 
are rising at more than 50% year-on- 
year. Along with the export market, the 
small cars always have been very 
popular in India and the market share 
stands at a whopping 70% of all cars 
sold in India. Hyundai is reportedly the 
latest player to join the low-cost car 
segment. Besides the 1-lakh car from 
Tata Motors, Hyundai, Nissan and 
Bajaj Auto have announced a tie-up 
aiming to produce a $3,000 car. There 
are various estimates of the potential 
demand for such cars, ranging from 
several hundred thousand to over a 
million per year. 


How they fared in The Analyst 500 


So far, automobile companies havent 
had a stellar year. This is mainly be- 
cause of the central bank's tightening of 
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India are currently exported to all countries of the world in- 
cluding Western Eurepe and USA. On quality parameters, 
the ratings on vehicles produced in India are improving. India 
is now acknowledged as an efficient producer of vehicles. 
Carlos Ghosn, President and CEO of Renault has termed it as 
frugal engineering. Yet as emerged during discussions while 
formulating the AMP much more work is required in the ar- 
eas of alternative fuels, light weight materials and therefore, 
the industry interface with programs such as Core Group on 
Automotive Research (CAR) and the National Hydrogen 
Mission are all the more critical. 


Аге there any inefficiencies that need to be ironed out to attract more 
FDI investment? What in your view are the key challenges and opportu- 
nites for the Indian automobile industry in entering new geographies? 
Though things have dramatically changed in the country's 
operating environment and stumbling blocks like poor infra- 
structure and complex policy environment have considerably 
improved, we are not yet at par with global standards. Also, 
factors such as high cost of power and high interest rates 
make us less competitive than many other countries. How- 
ever, our vast market, robust legal system and growth of 
economy have been attracting investment. Currently, 100% 
FDI is allowed in automotive sector and the decision to enter 
as а 100% subsidiary or as joint ventures are company deci- 
sions. The challenges are outlined clearly in the AMP. Some 
cf them are—expanding domestic demand, availability (of 
fuels, capital, human resources), improved accessibility (ur- 
ban infrastructure, rural roads and connectivity), developing 
low-cost products for the rural and mass market, reduction 
of the number of accidents and improvement of driving, air 


quality improvement, reduction of emissions and increasing 
fuel-efficiency. The opportunities are improving the state of 
mobility of the people of India, we have low penetration levels 
and the vehicle is a means of providing mobility, employment, 
enhancing efficiency and creating entrepreneurship and pro- 
moting economic development. A key area of focus is public 
transportation. 


With global carmakers exploring opportunities to test their future cars in 
India and more global players making their entry into the Indian market 
through JVs, collaborations and wholly-owned subsidiaries, is India 
nearing its goal of becoming an automotive hub? 

This is only one aspect of the plan to make India a global auto- 
motive hub. There are 12 interventions identified in the AMP 
to enable India to emerge as an Automotive hub. All 12 have to 
be implemented otherwise we run the risk of ‘missing the bus" 


After the Bajaj-TVS spat, there is renewed focus on IPR. Would the IPR 
regime impact the unorganized sector manufacturing? 

These are two separate issues: IPR for new products and the 
production of fake products. We believe that India is quite 
safe in terms of IPR violations in auto sector. It is not as it 
happens in many emerging economies. Our robust legal sys- 
tem is one of the best in the world and should be able to 
appropriately handle any infringement. However, since the 
country is economically still weak, the IPR regime hardly has 
an impact on the counterfeit components. A study done for 
SIAM has found that the main reasons for this include: lack ој 
awareness of safety hazards, manufacturing fake products is 
not a criminal offence, weak enforcement agencies, cost, and 
corruption. 


the monetary policy. It prompted banks 
to increase interest rates which im- 
pacted heavy commercial vehicles as 
well as passenger cars which are fi- 
nanced mainly by loans. In passenger 
cars and multi-utility segment, India’s 
largest carmaker, Maruti Suzuki is 
leading the market and maintained the 
20 rank both in 2006 and 2007 in The 
Analyst 500. It is followed by Mahindra 
& Mahindra, which has attainted the 
34% position against 36™ in the previ- 
ous year The Analyst 500 list. However, 
in the commercial vehicles segment, 
Tata Motors which controls 65% of the 
commercial vehicle market was at No. 
11 in The Analyst 500. On the two- 
wheeler front, Hero Honda Motors is 
leading the segment and claimed the 
37% position against 33" in 2006, while 
Bajaj Auto dropped to the 38" position 
against 37% in the previous year. 
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Outlook 


То conclude, the dynamic Indian auto 
industry is in the take-off stage. The 
United Nations Conference on Trade 
and Development (Unctad) is very opti- 
mistic about the sector and it says, 
*With large-scale investments planned 
by domestic and foreign companies, 
India's automobile industry is set to 
witness a major boom." The reason is 
for the first time the country seems to 
be innovating in this sector. Between 
2007 and 2013 the annual growth in 
automobile sales is projected to be 
8.05% for China and 14.47% for India. 
India's contribution to the total indus- 
try output is estimated to increase to 
8% by 2016. Alongside, the sector's 
share in India's GDP is expected to in- 
crease to over 1096 by 2016 from the cur- 
rent 3-496 contribution. However, to re- 
alize these figures, the sector needs an 


investment of around $40 bn. Thougt 
global auto players like Volkswager 
AG, International Truck and Engine 
Corp. have made investment plans o 
about $15.25 bn, the country’s inflexible 
labor laws along with its poor airports 
ports, roads and general infrastructure 
are the major drawback against th: 
flow of investments into the sector in : 
big way. To sum up with the words o 
Ratan Tata, Chairman, Tata Motors 
‘Despite these bothersome trends, thi 
years ahead are of great opportunity 
The growth of the Indian market, the in 
creased sophistication in component 
suppliers’ capabilities and global secto 
rial competitiveness will result in th 
establishment of a world-scale automc 
tive industry.” m 


— N Janardhan Rao with inputs from V Ratr 
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IT Sector 


Re(ady), Steady, Slow? 





For India's Information Technology (IT) industry, which has so far been 
growing at a neck-break pace, suddenly the fears of a deceleration appear 
imminent. 





Ifthe rupee continues to strengthen, it 
will add a new dimension to the threats 
faced by the Indian IT service providers. 

— Arup Roy 
Senior Analyst, Gartner 


or India's burgeoning IT indus- 

try, which once enjoyed growth 

at break-neck pace, suddenly 
the future looks less-than-rosy. Blame 
it on rupee. The domestic currency has 
been going from strength to strength for 
about a year and is now hovering at a 
new 9-1/2 year high of 39.49/50 versus 
the US dollar, as foreign inflows from 
portfolio investors (FIIs) as well as Pri- 
vate Equity (PE) players continue to 
surge. The FIIs alone have invested a 
record $12.2 bn in Indian equities so far 
this year, as of September 30, 2007, ac- 
cording to the latest data from Sebi. PE 
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investment too, at the same time, has 
seen an uptrend. According to 
Evalueserve, a research firm, PE struck 
close to 173 deals worth $5.4 bn in the 
first half of 2007, and it expects the fig- 
ure to grow to touch $8.02 bn in the sec- 
ond half of the current calendar year in 
Indian companies across sectors such 
as technology, manufacturing, financial 
services, healthcare, real estate and 
construction. Evalueserve estimates 
that the PE investment could go up to as 
much as $20 bn by 2010, a far cry from 
$20 mn investment in private equity 
deals in 1996. While a strong surge in 
foreign inflow is bound to add further 
muscle to rupee, which already has 
gained 12% against the dollar this year 
(as against 1.7496 in 2006), it threatens 
to act as a major dampener for the soft- 
ware exporters along with BPOs and 


other IT-Enabled Services providers 
that earn a significant chunk of their 
revenues in dollars; every single percent 
rise in rupee not only shaves off some 
bps from the margins of Indian export- 
ers (every 196 rise in the value of the ru- 
pee against the dollar results in an ero- 
sion of 30-50 bps in the operating profit 
margins of IT exporter), it also makes 
Indian exports more expensive and less 
competitive in global markets. 


Rupee blues 

Rupee's sustained rise is now topping 
the agenda of the chieftains of the $48 
bn Indian IT industry, which earns 
two-thirds of its revenues in dollar, fear- 
ing losing out to rivals from countries 
such as China, the Philippines and 
Kenya, unless appropriate measures 
are taken to curb the rupee gaining fur- 
ther ground against the greenback. A 
section of experts have even gone on to 
suggest that the rupee's unprecedented 
appreciation has exposed the chinks in 
the armor of Indian software exporters 
which so far enjoyed the ‘rupee subsidy’. 
During the first quarter ending June 
2007, most of the IT exporters took a 
significant hit on their financials with 
leading players, such as TCS, Infosys 
and Wipro, reporting a decline in their 
operating profit margins in the range of 
2-4%. According to the brokerage house, 
First Global Securities, which down- 
graded India’s IT services sector this 
July to underperform, citing the rupee’s 
strength, “The fact of the matter is that 
the weak and, therefore, favorable rupee 
gave the sector a terrific subsidy, span- 
ning many years.” It said, “It has been 
made to look good largely because of the 
currency subsidy.” The NASDAQ-regis- 
tered brokerage house further added, 
“Stripped of that, the business looks like 
a dog business.” 
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Similar views are being echoed by 
several other brokerages. ^On balance, 
we see no more than a short-term 
bounce in IT stocks, followed by another 
period of uncertainty and volatility— 
that may extend into 2008," said CLSA 
Asia-Pacific markets in a recent re- 
search report. "This is driving our con- 
tinued and long-standing underweight 
stance on the sector as a whole," added 
the report. For the domestic IT industry, 
wh:ch is already reeling under the pres- 
sure of rising wages and real estate 
costs, a stronger rupee just worsens the 
situation further for them. However, 
more than software exporters, it is the 
BPOs which stand to get the drubbing 
more, believe a section of experts. That 
is because unlike software firms, the 
entire cost of a BPO operation is borne 
in India while they earn their revenue in 
dollar. “Most software firms have a 
large number of employees abroad. A 
falling dollar reduces the salary burden 
of these employees to that extent. For a 
2% fall in the dollar, the margin of a 
software firm will go down by 0.6% and 
of a BPO outfit by 1.5-1.6%,” Ashish 
Basil of Ernst & Young, a global 
consultancy firm was quoted as saying 
by the Business Standard. Unlike the IT 
industry, which has both an onsite and 
offshore component, the BPO business 
is by definition an offshore process. So 
the impact on margins is greater. For 
IT companies, this is partially offset by 
the onsite component where both the 
revenues and expenses are in dollars 
so the margins are not affected. The 
offshore component is affected because 
the expenses are in rupees but the in- 
‘lows are in dollars. In Infosys, for ex- 
ample, on а consolidated basis the 
onsite and offshore revenues were split 
half-and-half in June 2007 quarter. 
For the BPO business, however, nearly 
all the revenues would have been off- 
shore, resulting in a larger hit on the 
margins. According to Atul Nishar, 
Chairman, Hexaware Technologies, “If 
the BPO firm is eperating at a net mar- 
gin of 7-8%, then it is possible that its 
profits can be completely wiped out. 
The rupee has appreciated by over 13% 
against the dollar since last Septem- 
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ber. So unless rates can be renegoti- 
ated in the next few quarters, it will be 
difficult going.” 

The rising rupee affected the mar- 
gins of software exporters across the 
board during the June quarter for which 
latest results are available. Both Infosys 
and Wipro (down 3.4%), two of the larg- 
est software exporters, took a hit of more 
than 3% on their margins during the first 
quarter of FY2007-08. TCS, the largest 
software exporter said that during Q1 
the appreciating rupee impacted the op- 
erating margin by 258 basis points and 
wage inflation by 208 basis points lead- 
ing to a total headwind of 466 basis 
points. The company said that its total 
hedge position is approximately $2.5 bn. 
However, the rupee has been gaining 
strength against other major currencies 
such as pound sterling and yen as well. 
While TCS has diversified its revenue 
base away from the US market, the fact 
that the UK sterling and euro too depre- 
ciated against rupee, although some- 
what less than the US dollars, the for- 
eign exchange impact was somewhat 
mitigated, said the company. In the case 
of Infosys, the IT bellwether has in- 
creased its currency exposure by $500 
mn from $900 mn to $1.4 bn, till Sep- 
tember. 


Getting into fire-fighting 

To protect margins and their future, 
Indian IT exporters are beginning to de- 
vise some ingenious strategies. First of 
which is to tweak their business model. 
Setting up global delivery centers is one 
more option that is being explored by a 
few software exporters from the coun- 
try. According to Avinash Vashishtha, 
CEO of Tholons, an outsourcing advi- 
sory firm, “Philippines, Vietnam, Czech 
Republic and China are good locations 
for IT companies to set up global deliv- 
ery centers. Vietnam has had an IT in- 
dustry for the last 12 years. Dollar de- 
preciation will decrease valuations of 
Indian BPO and IT companies, as it will 
erode their operating profit margins. 
We may also see a drop in salary hikes 
to be given this year.” Big IT exporters 
like TCS, Infosys, and Wipro are ex- 
panding into new geographies or non- 


dollar markets such as the UK, Ger- 
many, Japan and France. 

Another option has been to raise the 
billing rates. While this is not an easy 
option yet IT biggies, like the troika of 
TCS, Infosys and Wipro, have managed 
to show the way. For instance, Infosys, 
which derives 80% of its revenues from 
the US clients, recently said that it was 
charging its clients 1.9% more than it did 
last year, while announcing its second 
quarter results, ending September 30, 
2007. “Our operating margin improved 
despite the appreciating rupee,” said 
V Balakrishnan, CFO, Infosys. Satyam, 
the fourth largest exporter, said that it 
saw an improvement of 1% in billing. 
The company expects billing rates to im- 
prove further in the near-term. 
Ramalinga Raju, Chairman, Satyam 
Computers, said, “We were the only com- 
pany, which said the billing rates will 
improve by 2-3% in FY08. Already we've 
seen 1% improvement." 

Other options being explored are im- 
proving productivity gains, higher utili- 
zation rates, and operational efficien- 
cies. According to S Mahalingam, CFO, 
TCS, "Though our margins were im- 
pacted by the drastic rupee appreciation 
as well as planned wage increases dur- 
ing Q1, we have been successful in miti- 
gating these factors through productivity 
increases, cost management as well as 
hedging gains. This has helped sustain 
margins at the net level despite a chal- 
lenging external environment." The top 
IT exporters are emphasizing on im- 
proved revenues per employee and also 
improving productivity so as to negate 
the wage hike. Azim Premji, Chairman, 
Wipro, commenting on the company's 
first quarter results for FY2007-08, 
said, “Оп the operational front, we saw 
improved utilization by 4%, which 
helped us partially mitigate the impact 
of rupee appreciation and additional 
sales and marketing." The country's 
third largest software exporter is also 
emphasizing on converting more of its 
business to fixed prices. In the said quar- 
ter, the company could improve it to 
24.696 from 22.796 of revenues in the pre- 
vious quarter. To improve productivity, 
it is increasing the use of reusable tools. 
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Viewpoint 


– N Ramachandran 
Board Member and Chief Financia! Officer 
iGATE Global Solutions 


On the impact and effect of rupee apprecie- 
tion on Indian IT companies: 

The Indian IT industry, which has evolved 
around the offshoring model and dollar earn- 
ings, has been impacted by rupee-dollar parity. 
A gradual firmness in the rupee, unlike the steep 
spurt that we saw in the first six months of the 
vear 2007, will be manageable. IT companies 
generally have certain levers to protect their 
margins. These include improvements in pro- 
ductivity by increasing resource utilizations, 
annancing offshore-onsite ratio and bringing 
about efficiencies in business enabling func- 
tions to manage the rupee cost structure better. 
IT companies are increasingly looking to de- 
velop high margin platform/technology-based 
services thet enable pricing by transactions. 
De-risking currency concentration is also an 


option. 


On whether Indian IT companies are able to 
maintain profit margins by signing more 
contracts in euro: 

De-risking currency concentration is one way 
of mitigating the adverse impact of weakening 
of any one leading currency. In the current con- 
text, greater penetration into the European mar- 
kets is something that all major Indian IT ven- 
dors are focusing. Increasing euro revenues will 
halp mitigate the adverse impact of the weaken- 
ing dollar. 


On exporters: 

The impact on exporters is similar to that of IT 
companies. However, companies which have 
significant import and those who have short- 
term orders will feel the impact comparatively 
less. 


On the scope of global service delivery 
model for IT companies: 

The expected rupee firmness over a medium to 
long-term will definite y force IT companies to 
think and act differently. They will be forced to 
iook at alternatives like including an exchange 
risk clause in agreements, pursuing business 
models which are nct directly proportional to 
employee addition and exploring possibilities of 
operating from geographies which were hith- 
erto not considered. The last option can lead to 
the increase in the scope of the global service 
delivery model. 
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On the other fronts, it is minimizing on 
overseas travels and also bringing more 
work offshore, which currently accounts 
for 44.8% of its business. 

Infosys has been able to improve 
utilization rate to 75% in the Q2 FY07 
as against 73% in the previous quarter. 
TV Mohandas Pai, Director-HR, 
Infosys, said, “We are right now working 
at about 75%, last quarter was 73% and 
if we go up to 77-78%, you must under- 
stand that offshore the salary costs are 
already being pegged.” He added, “So 
the operating model now has tremen- 
dous amount of flexibility to weather a 
sudden storm like a sharp appreciation 
in the rupee. So the fact that we have 
headroom in utilization is in our favor.” 


New approach needed 

The difficulty faced today by Indian com- 
panies, or more appropriately exporters, 
is reminiscent of the one faced by Japa- 
nese entrepreneurs in the 1980s, sug- 
gests the article in the India 
Knowledge@Wharton, a publication of 
the prestigious Wharton Business 
School, US. Authored by Prof. Jitendra 
Singh, the article, “Responding to the 
Rising Rupee: Why Indian Firms Must 
Rethink their Business Models,” in 
1981, the yen was almost 225 to the dol- 
lar; however, in the next few years, it ap- 
preciated to close to 80 to the dollar. But 
despite a surging yen, companies like 
Toyota saw their US market share go 
higher. It says that Indian firms, espe- 
cially software exporters, can draw a les- 
son or two from Japanese experience. 
The author suggests that if Indian com- 
panies compete mainly on cost arbi- 
trage, they will find that as their costs 
rise because of the stronger rupee, they 
will increasingly become less profitable. 
Japanese automobile manufacturers 
such as Toyota, which had significant ex- 
port exposure, tweaked their business 
model to adapt to the changing environ- 
ment of a strengthening yen. For in- 
stance, in the case of high margin prod- 
ucts such as Lexus, it continued the pro- 
duction in Japan, while for lower-priced, 
lower margin models it moved the pro- 
duction to the US. This way the 
automaker protected its margins on 


non-premium products by moving pro- 
duction—and therefore shifting costs— 
into dollar-denominated areas, at the 
same time, it also reduced its vulnerabil- 
ity to further appreciation of the yen. It is 
believed that Indian companies should 
take a similar approach in response to 
this recent rising rupee regime. 

The lesson for the Indian IT compa- 
nies hence is to adapt their business 
model. Prof. Singh cautions that to the 
extent that Indian firms can compete 
primarily on cost arbitrage, the rising 
rupee will work against them. He sug- 
gests that a firm should ponder over the 
key question of how to develop other 
sources of competitive advantage, such 
as building high-level capabilities, 
which cannot easily be replicated by 
competitors, or how to change the mix of 
activities carried out in India versus 
other countries. Of course, in order to do 
this, they will have to change their 
mindset. They will have to stop think- 
ing of themselves as Indian companies 
and think more like global companies of 
Indian origin, says he. Interestingly, for 
Indian IT and ITES players, there are 
some lessons to be drawn from compa- 
nies from other sectors in our own back- 
yard. Many manufacturing firms, from 
forgery (Bharat Forge) to Steel (Tata 
Steel-Corus), Bajaj Eletricals to 
Sterlite Industries, have set up produc- 
tion facilities in low-cost destinations 
like China to beat competition from 
low-cost imports from China and other 
nations and at the same time expand 
geographical footprints—something 
which was almost unthinkable even a 
decade back. It’s time now for the Indian 
IT exporters to do some serious thinking 
and take bold steps before it’s too late 
However, they should also be ready for = 
reversal in rupee’s upward march, ever 
though the chances of which look slim 
In the meanwhile, undeterred by а го: 
bust rupee, NASSCOM, the П 
industry's top body, feels confident thai 
the industry would reach its software 
export target of $60 bn by 2010. Let the 
hope float. 


– Amit Singh Sisodiya and Imrana Moghu 
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Pharmaceutical Industry 


Healthy Future Ahead 


The industry has reached a stage where it can differentiate the ‘winners of 





today’ from the ‘winners of yesterday’. With increasing interest from global 
honchos, good times beckon pharma firms. 





e Indian pharmaceutical sector 
has come a long way meeting al- 
most 95% of the country’s phar- 

maceutical needs. The industry is very 
cost-effective and manufactures drugs 
for less than half of the US cost and con- 
ducts R&D for less than one-eighth of 
the US cost. The global output of the 
industry ranks 4^ in terms of volume 
and 13" in terms of value. It has grown 
at a Compounded Annual Growth Rate 
(CAGR) of 13% from 2002-2007 and is 
estimated to grow at a rate of 16% annu- 
ally over 2007-2011. The total worth of 
the industry is estimated at $10 bn at 
present. The country has emerged as a 
key Contract Research and Manufactur- 
ing Services (CRAMS) hub and is play- 
ing a vital role in manufacturing as well 
as in drug development. Contract manu- 
facturing offers multiple opportunities. 
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Given the increased pressure on profit 
margins and increasing overheads, 
India is becoming a favorite R&D hot 
spot for global pharma companies. It is 
expected that with 10,000 manufactur- 
ing units by the year 2050, India will be 
among the top 10 nations in drug manu- 
facturing. 


Beyond generic drugs 

The pharma majors are emphasizing 
more on R&D and are moving up the 
value chain. The industry is witnessing 
a paradigm shift from being a mere ge- 
neric drug manufacturing to innovation 
of new drugs. MNC pharma majors 
have begun to launch products from 
their parents’ folio, such as Glaxo and 
Pfizer, which have started contributing 
to the top line. India occupies 22% space 
of the world generic drugs market. The 





generics industry continues to be the 
mainstay of the industry and is all set 
to expand its wings as a large number of 
drugs worth $65 bn have gone off patent 
in 2007. 

India’s top pharma company, 
Dr. Reddy’s Laboratories, ranked 108 
last year occupied the 74” rank in The 
Analyst 500 in the year 2007, thanks to 
the revival of generic drug sales in the 
US generic drug market. The geographi- 
cal footprint of the company is expand- 
ing to tier-I markets such as the US, 
Russia and Germany. The company is 
to focus more on tier-II markets such as 
CIS, South Africa, Brazil, Mexico, 
Canada, Spain and Italy. The quarterly 
sales figure of India’s largest generic 
drug maker, Ranbaxy Laboratories has 
again revealed the strength of the In- 
dian pharma industry in the generic 
version of the drug. Though the com- 
pany succeeded in higher sale of generic 
drugs, its ranking slipped by 3 posi- 
tions to 77 this year, compared to 74 
last year. Another leading player, 
Cipla, India’s largest drug maker in 
terms of market value, occupied the 95" 
rank this year compared to the 83" 
rank last year. 


M&A juggernaut 

The US has the highest drug prices in 
the world and the country is attracting 
imports of generic drugs from India 
and other low-cost countries. However, 
with growing competition in the US, 
and to offset revenue losses, India is 
shifting its attention to Western Eu- 
rope and African markets and has 
made many acquisitions to enter Euro- 
pean markets in the recent years. In- 
dian companies have made tremen- 
dous strides in the US market also 
and have continued with their tie-ups 
and strategic alliances. To fund their 
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INTERVIEW 





Given the fact that the global generics market is forecast strong growth, we think that the 





Bo you feel india has developed adequate manu- 
facturing facilities? What is your view on the manu- 
facturing capability and market advantage that the 
country has? 
Hitesh Gajaria: India has an inherent com- 
petitive advantage in pharmaceutical 
manufacturing, making it a globally pre- 
ferred destination for outsourcing manufac- 
turing operations. 

To begin with, India has the highest 
number of US FDA approved manufactur- 
ing facilities outside the US. India has a 





future is bright especially for tier-I Indian generics companies. 


US FDA & UK MHRA, gives us a distinct 
advantage. 


Given the growing importance of patents, R&D, and 
discovery research in drug companies in the post- 
WTO era, how are Indian companies shaping up? 

Hitesh Gajaria: Following its WTO com- 
mitment, India adopted the product patent 
regime by amending its Patent Legislation 
in 2005. During this transition phase (post 
amendment till now) many Indian compa- 
nies have shifted their research focus from 


large, technically skilled workforce and Sector m тыл the traditional process research to new drug 
strong process chemistry skills which are KPMG India discovery. New Chemical Entities (NCE) 


available at a fraction of global costs. In- 

Чап companies are also scaling up their 

presence across the entire pharmaceutical manufacturing 
value chain from custom chemical synthesis and intermedi- 
ates to formulations in order to become fully integrated play- 
ers. On the whole, India offers superior manufacturing capa- 
bilities of international standards. This is reinforced by the 
increasing number of manufacturing outsourcing deals won 
by Indian pharma players. 

Sujay Shetty: India has good manufacturing capabilities. 
We are known for great processes and chemistry skills and 
have mastery over complex chemical reactions. Our biggest 
advantage is that we have over 80 + US FDA approved plants 
in the country, the highest such number outside the US. Our 
understanding of international regulatory standards, such as 


and New Drug Delivery Systems (NDDS) re- 
search programs are now becoming an inte- 
gral part of the growth strategy for leading Indian pharma 
companies. At present there are over 50 molecules in various 
stages of development in the R&D pipelines of leading Indian 
Pharma companies. The R&D spends of leading companies 
now account for as much as 7-9% of their total revenues. 
Indian Pharma companies have begun this makeover 
from process research to drug discovery relatively recently, 
and currently lack the depth of experience and financial re- 
sources, when compared to their global counterparts. As a 
result more and more companies are adopting collaborative 
research models such as out-licensing, in-licensing, and 
programs for joint development with MNC pharma compa- 
nies. The collaborative model enables companies to miti- 


M&A dreams, some leading players 
are exercising the Foreign Currency 
Convertible Bond (FCCB) option as 
their chief acquisition currency. The 
companies have put in place a unique 
funding model whereby they will not 
make any investments at the begin- 
ning, and only take саге of the manage- 
ment for a percentage share in the prof- 
its and increase their stake slowly ev- 
ery year. Companies such as Alkem, 
JB Chemicals, Sun Pharmaceuticals 
and Indoco Remedies are entering into 
tie-ups with mid-size US pharma com- 
panies to ease their way through the 
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market. Research capability is also a 
key factor in M&As. Dishman's acqui- 
sition of Solutia Pharma and Nicholas 
Piramal's acquisition of Avecia 
Pharma are to acquire strong research 
expertise and boost the expertise 
through consolidation. 

There were M&A deals worth $2.5 
bn in the pharma sector in 2006 com- 
pared with just $364 mn the previous 
year. Also, on the back of a rise in 
ANDA approvals (Abbreviated New 
Drug Application) in US, the Indian ge- 
neric drug makers are embarking on 
organic as well as inorganic strategies 


to gain a foothold across western regu- 
lated markets and semi-regulated 
markets of Russia, Africa, Asia and 
the Middle East. Dr. Reddy's acquisi- 
tion of Germany's Betapharm and 
Ranbaxy's acquisition of Romania's 
Terapia in early 2006 were the biggest 
deals in the Indian pharma sector. 
However, the acquisitions could be 
risky, especially when any problem in 
the acquired markets is risky for the 
company's bottom lines. In the case of 
DRL, the acquisition had resulted in 
the depletion of company's cash re- 
serves and made the company incur a 
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gate the high risks associated with the drug discovery and 
development processes and enables them to benefit from 
the knowledge and expertise of the MNCs 
in this area. 

Another recent notable trend is that sev- 
eral research focused leading companies are 
hiving off their R&D units into a separate 
entity. This will enable these companies to 
reduce the risk associated with this 'high- 
risk-high-reward' business segment and to 
procure sufficient funding from sophisti- 
cated investors or strategic partners to take 





trained trial investigators, faster patient recruitment, lesser 
time to market, and overall service quality of international 
standards. The Indian government has al- 
ready recognized the potential of this segment 
and is providing fiscal benefits to players in 
this segment. Currently the government is 
also considering allowing Phase I clinical tri- 
als for drugs discovered abroad based on the 
recommendation of the Drug Technical Advi- 
sory Board. Overall there is a need to develop a 
strong focus on strengthening India's IP infra- 
structure to give a major boost to its clinical 


their research endeavors to advanced stages Ё. Z trials industry. 

of development. " - Sujay Shetty: In orderto make it competitive, 
Sujay Shetty: Indian companies are put- Sujay Shetty we need to have better regulatory oversight of 
ting in place infrastructure for drug discov- Associate Director, clinical trial houses to make sure quality play- 
ery and contract manufacturing. Innovative Financial Advisory Services, ers emerge. It will also help from a regulatory 
structures such as R&D spin off will help Pharma/Life Sciences, perspective if approval times are shortened. 


attract capital and talent for NCE research 
for the post 2005 era. Some Indian compa- 
nies are moving towards risk-based collaboration with 
western companies. The growth of clinical trial houses is 
important in this context. 


Since India figures among the top five destinations for clinical 
trials, how far have we been successful and what are the steps 
necessary to make the country's clinical services competitive in the 
global market? 
Hitesh Gajaria: India offers immense outsourcing opportunity 
to innovator pharma companies in the area of new drug devel- 
opment. According to CRISIL research, the clinical research 
market in India is expected to grow at a CAGR of 30-35% over 
the next 4-5 years and touch USD 330-400 million by 2011. 
All this is a direct outcome of India's low cost but high 
quality talent pool with strong proficiency in chemistry, 


PricewaterhouseCoopers, Mumbai 


Our regulatory framework and necessary 
training for the regulators are still evolving. 


What type of help should the government provide in support of a стид 
company's overseas forays, in terms of clinical trials, product registra- 
tions and patent filings abroad? 

Hitesh Gajaria: The success of patented launches in foreign 
markets is primarily determined by the capabilities of the 
individual companies and the business models adopted by 
them and is outside of the purview of the government support. 
However, as far as the domestic market is concerned , the 
government can play a key role by providing several fiscal 
benefits, especially for companies carrying out R&D pro- 
grams, encouraging public-private partnerships for drug dis- 
covery and development, providing funding support, speeding 
up the regulatory approval process, and bringing in effective 
regulatory reforms. 


large debt. Further, a change in the 
German new drug policy, making 3046 
price cuts mandatory for generic drugs, 
increased the pressure on the compa- 
nies to reduce the prices of the drugs. 
Analysts opine, “Price cuts on generics 
in Germany have ranged between 20- 
30% at a time when the overall Euro- 
pean pharma market itself has re- 
mained stagnant.” 


Expanding the horizon 

One of the key challenges the industry 
faces is the pricing pressure felt more 
acutely at the time when a particular 
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patent goes off-patent. Besides, the 
strengthening of the rupee is adding 
fuel to the fire, primarily for the 
pharma SMEs in India which are fac- 
ing a tough competition from China 
whose currency has been stable for 
quite some time. As such, large players 
are resorting to remedial measures 
such as expanding to other currency 
baskets with the help of hedging and 
use of ADRs to tackle the rupee appre- 
ciation. 

Though the possibility of guaran- 
teed profits from the authorized ge- 
neric deals is tremendous, this might 


be disturbed since there are proposals 
in the US senate to ban authorized ge- 
nerics. In the event of the proposed ban, 
making US forays would be rather 
risky. Also, Indian companies and the 
generic players are finding it difficult 
to obtain Paragraph IV filings to enter 
the US markets. Paragraph IV certifi- 
cation is the most significant and con- 
tentious aspect in patent challenging. 

Besides, regulatory issues remain 
an area of concern both in India and 
abroad. The industry is under signifi- 
cant pressure due to the strict regula- 
tory compliances on environmental is 
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Sujay Shetty: We certainly need better policies to assist regu- 
lat:on and training particularly of clinical trials and patent 
filings. Need more friendly M&A laws to assist consolidation 
in this fragmented industry. We require assistance for R&D in 
newer areas of biotechnology, nanotechnology, stem cell 
therapy, etc. 


Reports indicate that the ambitious, fast-growing Indian pharma com- 
panies constituted the majority of bidders for the recently sold multi- 
billion dollar generics drug business of Merck. What is the prospect for 
further acquisitions in the pharma industry? 

Hitesh Gajaria: Efforts to drive growth through an acquisi- 
tion strategy are currently underway in the Indian Pharma 
Industry. These players have successfully managed to make 
quick inroads into the global generics markets through this 
route. The year 2007 has witnessed continued activity in the 
M&A space. Indian companies are keen to establish their 
presence across the entire value chain and are increasingly 
acquiring front-end marketing and distribution operations. 
The recent trend depicts the increasing number of buy-outs in 
the branded generics markets. 

The global generics market is still highly fragmented and 

the recent M&A drive leading to consolidation is expected to 
continue in the future. However, the balance sheet strength 
will play an important role in determining the future of the 
M&A activities in pharma industry. Soaring valuations may 
prove to be a key concern for companies. 
Sujay Shetty: Further acquisition will continue due to the 
imperative of acquiring scale in and access to fast-growing 
western generics market. However, the valuation and the size 
of the deal may become more conservative depending on 
changes in the strategy of individual firms. 


How do you view the future growth prospects of pharma companies in 
India? What are the challenges and opportunities you see in the market? 
Hitesh Gajaria: Opportunities are emerging across all seg- 
ments — the domestic pharma market, global generics poten- 
tial, contract research and manufacturing services, segment 
and research of NCEs and NDDS. 

The domestic formulations market is expected to grow 
significantly on the back of surging income levels, increasing 
health insurance penetration, improving healthcare infra- 
structure, and changing disease profiles. 

Indian companies will also continue to foray into the global 
generics markets and increase their presence through both or- 
ganic and inorganic routes, as most world generics markets are 
set to report double digit growth over the next few years. 

On the R&D front, India has the potential to play an im- 
portant role. R&D pipelines of Indian companies will con- 
tinue to expand through in-licensing and out-licensing models 
and will provide immense opportunities for collaborative 
research. 

Some of the key challenges that could hamper the growth 

in the medium to long term include price controls in the do- 
mestic markets, pricing pressure in the global generics space, 
post acquisition integration challenges, and funding con- 
straints in the R&D segment. 
Sujay Shetty: Given the fact that the global generics market 
is forecast strong growth, we think that the future is bright 
especially for tier-I Indian generics companies. It is also an 
exciting time with new entrants coming to the industry such 
as biopharma, clinical trials, contract research, etc. The chal- 
lenges, however, would be: retaining skilled manpower due to 
high attrition rates, controlling costs, integrating overseas 
acquisitions, and local Indian drug pricing regulation. 


sues, IT, drug safety and competition 
from low-cost countries—particularly 
Israel, China, Korea and East Europe. 
In India, the new drug pricing policy of 
price control on 223 of the 354 essen- 
tial drugs looms like a dark cloud over 
the sector. The pharma industry is con- 
cerned that this could prove to be coun- 
terproductive as it would discourage 
new investment and limit competition. 
Industry chambers feel that there 
should be a price monitoring mecha- 
nism instead of a direct control on the 
prices of medicines on a cost base. 
Also, the industry demands include a 
reduction in the 16% excise duty on 
all drugs by half to 8% and total 
customs and excise duty exemptions 
on life-saving drugs, i.e., for cancer 
and AIDS. 
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Spreading the tentacles 

With a rise in the number of patent ex- 
piries, the competition has intensified 
and this is expected to pressurize the 
performance of generic companies. The 
pricing pressure in the US generics 
market has not shown any real sign of 
abating. Too many players and increas- 
ing competition have left a bitter taste 
among many generic companies. The 
drug approval process in the west, espe- 
cially the US, has become stringent, 
making approvals more expensive and 
time-consuming. Further, the growing 
competition from the American and Eu- 
ropean generic companies has been one 
of the reasons for the pricing pressure. 
While it may be an issue of concern for 
small firms, experts opine that this is a 
natural phenomenon and can be offset 


by a product-driven approach and devis- 
ing company-specific strategies. They 
further say that as global generic firms 
are becoming more self-reliant by verti- 
cally integrating their value chains, 
they may depend less on Indian compa- 
nies for manufacturing their generic 
products. In such a case, depending on 
the distributors to push their products 
into the market affects the margins of 
the companies in India. China and East 
European countries have the same ad- 
vantages as India, such as cost arbi- 
trage and scientific capabilities, mak- 
ing them potent competitors. Besides, 
the governments of these countries also 
extend support to the industry. 

There are several reasons why glo- 
bal pharma honchos are looking at low- 
cost destinations such as India to 
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maintain their competitiveness. US- 
based Mylan Laboratories' stake in 
Incia's Matrix Laboratories is the best 
example of this strategy. Apart from 
the benefits of quality, the industry 
possesses world-class production 
skills, strength of national laborato- 
ries and an increasing balance of trade 
supported by Intellectual Property 
Protection (IPP) regime. The country 
enjoys the third largest pool of scien- 
tific manpower in the world with 
strength in reverse engineering and 
process-chemistry skills. In addition, 
the global pharmaceutical companies 
have very few bleckbuster molecules 
available as their R&D pipelines are 


drying up. 
Mixing the right dosage 


Since the industry operates in mul- 
tiple markets spanning multiple seg- 
ments, there is a need to adopt various 
business models for sustained future 
growth. The ММС pharma companies 
have to develop an improved product 
mix, reduce dependence on drugs under 
the DPCO contro! and ensure cost-effi- 
сіепсіеѕ at the operating level. For do- 
mestic companies, the pricing pressure 
is a major problem and has to be offset 
by a continuous flow of products to the 
markets. 

India could become a global 
pharma hub by exporting domestically 
produced generic products and posi- 
tioning itself as an offshoring destina- 
tion for clinical and pre-clinical re- 
search and other support services. In 
order to grab a larger share in the regu- 
lated markets of the US and Europe in 
generic drugs and to ward off competi- 
tion from China, Singapore, Brazil and 
other destinations in the world, it is 
necessary to convince MNCs that India 
will not undermine their Intellectual 
Property Rights (IPRs). Following the 
withdrawal of the patent suit filed by 
39 global pharmaceutical companies 
against the South African government, 
which allowed the sale of cheaper ge- 
neric versions of branded drugs, India 
can win a huge market size in the ge- 
neric drug space of African countries 
also. 
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The SMEs have to vamp up their 
activities in drug research and testing 
if they have to survive, their budgetary 
constraints and limited infrastructure 
notwithstanding. There is a tremen- 
dous potential that is yet to be tapped. 
А thrust on good legal practices, new 
patents, creation of attractive finan- 
cial instruments and allocation of 
capital to institutions that can man- 
age it are crucial. In all, India's growth 
as a global player depends on improve- 
ments in liberalizing the government 
policies, since the low entry barriers 
pose a major challenge to the industry. 
It is very important that the govern- 
ment should take a calibrated ap- 
proach to IPR. The government can pro- 
vide support through the PPP initia- 


| 


tives (Public Private Partnerships) to 
give the much needed impetus to drug 
discovery research in India. Neverthe- 
less, the government is also trying to 
provide tax exemption to all services 
carried out by the contract research 
and clinical trials industry. 





Prescription for growth 

The innovator pharmaceutical indus- 
try has reached a stage where it can 
differentiate between the *winners of 
today’ and the ‘winners of yesterday.’ It 
has many challenges in store for 2007. 
The generic drug business experiences 
price erosion to such an extent that it 
forces the firms to exit. The price ero- 
sion in the business may reach 85-90% 
of the patented drug’s price now, 
whereas previously a generic drug used 
to command about 35-40% of the pat- 
ented drug’s price on account of limited 
players. As such, the key challenge will 
be growth of the generic drug industry 
and combating the price erosion in the 
generic drug business. Experts opine 
that the new product patent laws may 


India’s growth as a global player depends on 
improvements in liberalizing the government 
policies, since the low entry barriers pose a 
major challenge to the industry. 


change this scenario. The recognition of 
product patent regime has ensured glo- 
bal companies a better IPR protection 
in India and opened a new segment for 
IPI in CRAMS. The MNCs are far more 
willing to bid for domestic firms and 
introduce new molecules in the coun- 
try. They appreciate the opportunity in 
developing molecules early, which they 
can license out later. In this transition, 
the less competitive producers are 
quitting and the medium-sized Indian 
producers are trying to join through 
various tie-ins with MNCs. CARE Re- 
search believes that the growth of the 
Indian pharmaceutical companies in 
the domestic market get restricted with 
the MNCs introducing newer patented 
drugs in the country. As such, a growth 
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of formulation companies is likely from 
a growth in generic opportunity. 

Although India's exports to the US 
have doubled, they constitute only 1% 
share of the total US imports in 2006. 
The key factors are price erosion in the 
US generic market over the past 12 
months, high litigation expenses anc 
introduction of authorized generic 
drugs by the domestic US companies. 
After Ranbaxy walked out of the deal 
to acquire Germany's Merck's generics 
business, Indian companies including 
Cipla Ltd. and Torrent Pharmaceuti- 
cals have emerged as the contenders 
Winning the deal is a big challenge fot 
an Indian entity as it will be the big: 
gest acquisition of a pharma company) 
by an Indian entity with unit worth tw«c 
to three times the value of M&A deal: 
in the sector in 2006. On the whole, th« 
industry is well positioned to expand 
seizing global business opportunitie: 
in the years to come.#= 
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Oil & Gas 


The Quest for Energy Security 





To meet India's ever-increasing thirst for oil, Indian oil majors are 
aggressively scouting for overseas equity oil, besides shoring up their 


domestic efforts. 





udos to the Indian Oil and Gas 
Industry! Despite soaring en- 
prices, it was able to sus- 
tain the top spot even in the financial 
year 2006-07. Five major oil and gas 
companies have grabbed all the first 
five consecutive ranks in The Analyst 
500 ranking based on Net Sales. While 
Indian Cil Corporation Ltd. leads the 
pack, others such as Reliance Indus- 
tries Ltd., BPCL, HPCL and ONGC oc- 
cupy the subsequent ranks. 

Estimated to be a US$110 bn in- 
dustry, Indian Oil and Gas sector plays 
a crucial role in the nation's enerzy secu- 
rity by accounting for more than two- 
thirds of the total energy requirements 
of India. Being the largest contributor to 
the central and state exchequers, it ac- 
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counts for about 6446 of gross revenues 
to Indian Government by way of taxes 
and duties. More importantly, the sec- 
tor has been instrumental in placing In- 
dia on the global map. One significant 
development in recent times has been 
the landmark turnaround of the refin- 
ing sector, which has emerged as a net 
exporter of refined petroleum products 
from being a net importer. 

The exponential growth of India in 
recent years has augmented the de- 
mand for oil manifold. India is the 
sixth largest oil consumer in the world 
and by 2010 it is projected to emerge 
as the fourth-largest consumer of en- 
ergy, after the US, China and Japan. 
However, the domestic oil production 
has been stagnant over the years and 


could not meet the increasing demand. 
In fact, India produces on an average 
0.68 million barrels per day (MMbpd) 
while it consumes around 2.2 MMbpd. 
This has led to a wide demand-supply 
gap, leading to increasing dependence 
on import. 

Currently, it is the ninth largest 
crude oil importer. To put it into proper 
perspective, India imported 78% of its 
total crude requirement (110 MMT) in 
FY 2006-07. This sort of heavy reliance 
on imports is also making the sector 
vulnerable to international oil price 
aberrations. 

Besides this, currently, only half of 
the gas demand (170 million cubic 
meters a day) is met domestically. Ac- 
cording to TERI estimates, by 2030, 
India's import dependence may shoot 
up to a disturbing 93%. Owing to all 
these factors, energy security has be- 
come the primary area of concern for 
India. 

Nevertheless, in an attempt to ef- 
fectively cope with this scenario, 
Indian companies are scrambling to 
acquire overseas oil properties and are 
inking energy cooperation pacts with 
other countries. 


Zooming exports 
According to the available figures from 
the Petroleum Ministry, India's domes- 
tic crude oil production during FY 2006- 
07 was up by 5.6% to 33.98 million ton 
(MT) compared to 32.19 MT in the pre- 
vious financial year. During the period, 
the country's output of natural gas was 
around 31.55 billion cubic meters 
(BCM). Crude oil imports during the 
same period accounted for $57,271.10 
mn, a 30% increase from the previous 
year. 

Adding to this, on the back of a 
steady rise of international crude oil 
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Overseas hydrocarbon assets are being acquired and will continue to be high on the agenda 
to rein in energy security. 





How was the performance of Indian oil and gas 
industry in FY2006-07? Was that up to the 
expectations? 

The performance of the oil and gas sector 
needs to be viewed in the context of con- 
tinuing oil price spiral. The speculative 
forces are contributing to this phenom- 
enon sparked off by tensions in the oil 
producing nations rather than the per- 
ceived threats of disruption of supply. 
The financial results of the oil companies 
reflect the windfall profits due to high re- 
finery margins. 


In recent years, there has been a landmark turn- 
around in the refining sector with the country 
turning a major exporter of value-added (refined) 
petroleum products from a major product importer. What are the 
driving forces hehind this dramatic change? Do you think India is on 
its way to becoming the world's refiner? 

In the planned economy, when only public sector corpora- 
tions were operating, the effort was to build refining ca- 
pacities to meet the domestic demand. Till 2003-04, refin- 
ery margins were not attractive. In fact, stand-alone refin- 
eries were considered unviable. However, the picture has 
changed since. The private sector refineries took risks and 
invested in capacities far more than the domestic demand. 
The global turnaround due to shortage of gasoline and 
other petroleum products have come as shot in the arm for 
refineries which are realizing high refinery margins from 
exports. This trend has resulted in the private sector beef- 
ing up new capacities in EOUs and the public sector adding 
capacities. India is surely taking steps to develop as a 'glo- 
bal refinery hub’. 


The country imported 78% of the total crude requirement in РУ 
2006-07. What is to be done to reduce this dependence on imports? 
The crude imports need to be viewed in the context of in- 
creasing exports of petroleum products as well. Neverthe- 
less, the import dependence is growing and is bound to 
increase to over 9096 by 2030, even with efforts to acceler- 
ate the country's exploration and production program. 
Overseas hydrocarbon assets are being acquired and will 
continue to be high on the agenda to rein in energy security. 
Energy conservation demand side management and devel- 
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opment of alternate sources, such as coal 
bed methane, coal to liquids, and methane 
hydrates, will help us temper imports. 


Indian oil and gas industry has been on an over- 
seas acquisition spree for quite some time now. Of 
late, India is also inking energy cooperation pacts 
with other countries. How do you view these de- 
velopments in the light of the reducing demand- 
supply gap? 

It is a good strategy. We have been late 
starters in the game and are entering the 
scene when asset prices are hitting new 
highs. But more Indian players will be on 
the international arena scouting for explo- 
ration, production, refining and retailing 
opportunities. These measures will help in 
spreading out risks and making us more secure. 


0f late, global oil prices have been hovering around $90 per barrel 
and above. What would be the impact of such spiraling oil prices on 
various segments of the Indian oil sector across the value chain? 
The government has been cushioning the consumers 
against price shocks. But taxes constitute a major portion 
of the retail price. Short of that, the public sector oil compa- 
nies are hit due to marketing of products below cost price 
and the government is bailing them out with oil bonds. The 
private sector has no such option and hence has abandoned 
retailing. This situation cannot continue for long. Sooner or 
later, the government has to bite the bullet. The best 
course is to rationalize the taxes and adopt the 
Rangarajan Committee report on petroleum product pric- 
ing and make the consumers shift to market-related pric- 
ing. Subsidies, if any, could be targeted at the needy with 
imaginative schemes such as smart cards. 


What is the future outlook for the industry? 

The future appears stormy and challenging. Opportunities 
for innovative solutions exist in developing alternate/addi- 
tional sources such as methane hydrates, coal to oil tech- 
nologies, and bio-fuels. But to get commensurate invest- 
ments, the industry should be able to get realistic returns 
with predictability. This will bring in more participants to 
the sector leading to healthy competition which will ben- 
efit the consumers at large. 
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prices, India’s import bill jumped to 
$48.1 bn, a 24% rise from the previous 
year. Indeed, India imported 110.85 
MT of crude oil in 2006-07, an 11.5% 
increase from 99.4 MT of 2005-06. 

Interestingly, exports of petroleum 
products are growing at a faster rate 
than imports. According to a study by 
Associated Chambers of Commerce 
and Industry of India (Assocham), ex- 
ports of petroleum products by India 
grew at an astounding rate of 73% dur- 
ing the last three years. 

On the other hand, the growth rate 
of petroleum imports dwindled over 
the past two years. It just grew by 
29.7% in 2006-07 compared to a 
growth of 47% in the previous year. 

Venugopal Dhoot, President of 
Assocham, explains, “Petroleum ex- 
ports were valued at $0.03 bn in 1999- 
2000, which increased to $18.53 bn in 
fiscal 2006-07, growing at a compound 
annual rate of 96.5%. Imports on the 
other hand, increased from $12.6 bn in 
1999-2000 to $57 bn in 2006-07.” It 
has also been projected that the export 
of petroleum products is likely to reach 
$497.01 bn within the next five years. 

Currently, there are 19 refineries in 
India with 17 in public sector and two 
in private sector. The private sector re- 
finery constructed by Reliance Petro- 
leum Ltd. in Jamnagar is the biggest 
oil refinery in Asia. 

Though India did away with the 
Administered Pricing Mechanism in 
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2002 and shifted to import parity pric- 
ing (the impact of volatile interna- 
tional prices has to be reflected in the 
domestic prices), the prices of a few pe- 
troleum products, such as petrol and 
diesel, have not been revised in tune 
with the international prices. Though 
subsidies are given to lessen the im- 
pact of international price aberrations 
on common man, oil companies have 
become the ultimate sufferers as they 
face a severe liquidity crunch. 

Oil companies suffer a loss of Rs.4 
for every liter of petrol that they sell. 
The under-recovery is Rs. 2.60 a liter 
for diesel, Rs. 12.75 a liter for kero- 
sene, and Rs. 173 for a 14-kg cylinder of 
LPG. As a result, the loss that the 
three top state-owned oil companies 
incur is over Rs. 100 cr on a daily basis. 
In an attempt to compensate the oil 
companies for their losses, the govern- 
ment came out with a novel concept of 
issuing oil bonds to them. Last year, 
the value of such bonds increased to 
Rs. 19,150 cr (Rs. 191.50 bn). 

Nonetheless, private companies 
like Reliance Industries are not en- 
titled to any such benefits. Thus, in an 
attempt to reduce their under-realiza- 
tions caused by the government pricing 
policy, the 
Reliance Industries has almost given 
up selling its products domestically 
and has instead become the country’s 
biggest exporter of petroleum prod- 
ucts. Consequently, the share of oil 
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product exports in total exports went 
up from 8.4% in 2004-05 to 14.7% in 
2006-07. 


Domestic drive 

By introducing a landmark policy 
known as New Exploration Licensing 
Policy (NELP) in the year 1997, the 
Government of India has endeavored to 
enhance the domestic exploration ac- 
tivity. Essentially, NELP is aimed at 
providing a level playing field to all the 
parties, such as private and public, to 
enable them compete on equal terms 
for the award of exploration acreage 
blocks. These blocks are usually 
awarded through an international 
competitive bidding process. 

In the first six rounds of NELP 
spanning 1999-2006, 162 exploration 
blocks were awarded from which 42 oil 
and gas discoveries have been made. 
Out of this, natural gas production of 
about 40 million standard cubic 
meters per day (MMSCMD) is likely to 
start by 2008-09, which is further ex- 
pected to increase to 80 MMSCMD by 
2011-12. 

Besides this, in the country’s 
maiden effort to harness the potential 
of Coal Bed Methane (CBM) as a new 
source of gas, contracts for 26 blocks 
have been signed thus far. Six trillion 
cubic feet (TCF) of CBM gas reserves 
have been established in four blocks, 
commercial production of which is ex- 
pected to commence soon. 

Especially, under the sixth and lat- 
est round of NELP, the government re- 
ceived 165 bids from domestic and 
overseas players for 52 blocks with a 
gross area of 3,52,000 sq km. Out of the 
21 deep water blocks, ONGC got 12, 
RIL got seven, and Santos two. This 
round of bidding has attracted the 
largest ever overseas response with 36 
foreign firms evincing interest. 

The much-awaited NELP-VII has 
been postponed several times and is 
likely to be launched anytime after the 
winter session of the parliament that 
ends on December 7, 2007. The Petro- 
leum Secretary MS Srinivasan has 
said, “Petroleum Minister Murli 
Deora had felt the advancing of winter 
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In keeping with the standard international practice and with a view to 
maintaining greater transparency in all its dealings with Contractors 
and Vendors, NMDC has implemented the “Integrity Pact” 
Programme in cooperation with the Central Vigilance Commission 
(CVC) and Transparency International (India) (TII). 
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| Expected Benefits: 

| Greater Transparency and Integrity in dealings between buyer and seller. 
Improved sense of ethics in NMDC and among the contractors / vendors. 
Enhances public trust in Government contracts. 


Helps in speeding up and streamlining Contract Management Process. | 






10-3-311/A, Khanij Bhavan, Castle Hills, Masab Tank, Hyderabad - 500 028. 
www.nmdc-india.com 


NMDC : Eco-friendly Miners 





Industry 


Domestic Investments 
indian Oil Corp (10С) plans to spend US$13.8 bn over the next five years on expanding its 
refining capacity from 60.2 million tons per annum of crude oil to 76.7 million tons. 
ONGC plans to invest more than US$16.5 bn in the refining business over the next four to five 
years to scale its refining capacity up to 45.5 million tons by 2009-10. 
Bharat Petroleum Corp Ltd. (BPCL) has lined up US$492.8 mn at the 7.5-million-ton-per-annum 
Kochi refinery. 
HPCL is looking for a strategic partner for the US$4.43 bn expansion of its Visakhapatnam 
refining complex to 300,000 barrels per day by August 2010. 
RPL is setting up a US$6 bn greenfield petroleum refinery and polypropylene plant at Jamnagar, 
Gujarat, with a capacity of 580,000 bpd. 


Overseas Investments 
Oil and Natural Gas Corporation (ONGC) has signed agreements with ENI to take a 20-2596 stake 
in a Congo oil block and in return give the Italian firm a 30-3596 stake in its Mahanadi basin block. 
India has 20% participation in Russia's Sakhalin | and has 20% participatory interest in that 
country's national company, Rosneft. 
ONGC’s foreign arm, ONGC Videsh Ltd. (OVL) is all set to acquire a 33% stake in the Egyptian 
deep-water block fram operator Royal Dutch Shell for an investment of US$380 mn. 
IOC and Oil India Ис. (OIL) are setto pick up a 5096 equity stake in Sunetra Nigeria OPL 205 Ltd. 
with an investment of over US$60 mn. 
Brazilian oil major, Petroleo Brasileiro S.A. (Petrobras), has offered a 25-3096 stake to ONGC in 
three exploration blocks and, in return, ONGC has offered a 15-40% stake in its three deep-water 


blocks. 
Source: India Brand Equity Foundation 


session of Parliament would make it 
difficult for him to attend any road 
shows to be held to attract foreign par- 
ticipation in oil and gas exploration, if 
NELP-VII was to be launched on 5" 
November." In this round of NELP, 
57 oil and gas blocks would be 
offered for bidding, out of which 19 are 
in deep sea, 9 in shallow water, and 29 
cn land. 

Of late, many domestic players are 
pianning in a big way to lay pipelines 
in the domestic market and thus en- 
hance the supply of gas to the consum- 
ers. For instance, Gujarat State 
Petronet Ltd., à group company of the 
Gujarat State Petroleum Corporation, 
is planning to lay а 200-km high pres- 
sure gas pipeline across the state to 
connect all 25 districts of the state. 
Reliance is planning to invest US$4 bn 
to lay & 1,386-km pipeline from 
Andhra Pradesh to Gujarat. 

In recent years, many global oil and 
gas majors have wetted their toes in 
India. For instance, Shell has invested 
in refining and retail, British Gas has 
invested in city gas distribution, BP 
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has invested in lubricants and explora- 
tion, and ExxonMobil has invested in 
lubricants. Other major foreign play- 


India's cost-effectiveness of refining is 
drawing many global players to India. 


ers having presence in India are Gaz De 
France, Chevron, Total, BG Group, etc. 


Scouting overseas 

Besides boosting domestic exploration 
activities, the Government of India is 
also encouraging Indian oil companies 
to shore up overseas exploratory activi- 
ties. To meet its ever-increasing petro- 
leum demand, India is investing 
heavily in oil fields abroad. ONGC 
Videsh Ltd. (OVL), a wholly-owned 
subsidiary of ONGC, and other na- 
tional oil companies are increasingly 
pursuing acquisitions of overseas eq- 
uity oil as well as overseas oil and gas 





exploration acreages and producing as- 
sets. Indian oil companies already 
have stakes in oil and gas projects 
placed in Russia, Iraq, Iran, Libya, 
Egypt, Myanmar, Qatar, Sudan, Ivory 
Coast, Australia and Vietnam. 
Besides this, they are aggressively 
scouting for Exploration and Produc- 
tion (E&P) opportunities in nations 
such as Venezuela, Kazakhstan, Ku- 
wait, Yemen, Chad, Niger, Nigeria, 
Angola, Cuba, Sierra Leone, and Ecua- 
dor. OVL which is spearheading 
India's quest for energy security has a 
presence in 29 oil and gas projects 
spread over 15 countries. It has re- 
cently tied up with the British oil ma- 
jor BP Plc to make joint efforts in E&P 
business both in India and abroad. 
Reliance Industries Limited (RIL), 
which has recently hived off its over- 
seas oil and gas projects into a sepa- 
rate wholly-owned company christened 
"Reliance Exploration and Production 
DMCC”, has been eyeing a tie-up with 
OVL to jointly bid for oil and gas op- 
portunities abroad. More importantly, 
India is also inking energy cooperation 
pacts with countries such as Japan, 
China and Russia to enable joint ef- 





forts in exploration, production and ac- 
quisition of oil assets. 


Refining: Advantage India 

The Indian refining sector is ramping 
up in a big way, and analysts are of the 
opinion that India is on its way to be- 
coming the world's refiner in the com- 
ing years. India's cost-effectiveness of 
refining is drawing many global play- 
ers to India. Analysts feel that India is 
logistically well-placed for refineries 
as it adjoins major demand centers 
such as China. Moreover, crude oil 
from West Asia can be easily carried to 
refineries in India. 
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In May 2007, Steel magnate LN 
Mittal picked up a 49% stake in HPCL 
refinery in Bathinda. Other parties in- 
terested in tie-ups are: Saudi Aramco 
which is the world's largest oil pro- 
ducer, Cairn Energy, ExxonMobil, 
Petrobras, Shell, and China Petro 
(CNPC). Aiming to become a major 
fuel exporter, India is planning to ex- 
pand its refining capacity by 62% to 
4.82 mbpd over the coming five years. 
While state-run refiners are gearing up 
to add about 1.06 mbpd of capacity by 
2012, which is about 5046 of their 
present capacity, private companies 
are expected to contribute the rest. 

In 2006, Chevron Corporation 
picked up 5% equity of Reliance Petro- 
leum Limited (RPL) with an option to 
hike the stake to 29%. The deal hap- 
pened against the backdrop of the 
mega-expansion plans for the 
Jamnagar refinery. Mukesh Ambani, 
Chairman, Reliance Industries, ex- 
plained, “The tie-up with Chevron will 
not only help Reliance create a large 
refining capacity, it will also help de- 
velop an easy access to the global mar- 
kets from a product marketing as well 
as facilitate optimization of refinery 
crude supplies." He further added, 
“From the long-term perspective, this 
partnership could evolve beyond a 
strong vendor-buyer relationship to 
cover other opportunities in the energy 
value chain, as Chevron has an option 
to increase its equity stake in the refin- 
ery to 29%.” While the reliance 
Jamnagar refinery will turn out to be 
the world's sixth-largest, the combined 
capacity of RPL and RIL will turn the 
Jamnagar complex into the world's 
largest single-location refinery. 

At a time, when global major refin- 
ers are looking for a pie of the fast- 





Self Reliance and Import Dependence 
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growing refinery sector in the country, 
domestic oil majors, such as IOCL, 
ONGC and RIL, have been invited by 
countries such as Yemen, Nigeria and 
Saudi Arabia to buy a stake in their 
existing refineries and also set up new 
refineries. 


Concerns remain 

Record high oil prices close to $100 per 
barrel mark have been raising con- 
cerns about the possible supply crunch 
in the coming winter. Though high oil 
prices bring a smile to the Indian up- 
stream (exploration and production) 
oil companies such as ONGC, Oil India 
Ltd. (OIL) and GAIL, downstream (re- 
fining and marketing) companies such 
as IOC, HPCL and BPCL are the ones 
which have to bear the brunt. They will 
have to increase their borrowings to 
cope with the higher oil prices. High oil 
prices may force large energy consum- 
ers such as the US to take a hard look 
at nuclear and non-conventional en- 


Sharing of Under-recoveries by Upstream Companies 
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Import Dependence 





ergy sources as alternatives and also 
at energy conservation. 

Given the kind of exponential 
growth the economy is experiencing, 
the prospects for the industry remain 
positive. Nevertheless, the rising crude 
oil prices coupled with the inability to 
pass the burden of the same on to the 
final consumer are severely impinging 
on the ability of the oil marketing com- 
panies to generate sufficient resources. 
The sale of petroleum products at 
prices below cost has been exerting 
pressure on operating cash flows. This, 
in turn, is increasing the burden on the 
government and nationalized oil and 
gas companies. 

There is a lurking danger that this 
might hamper the growth of the Indian 
economy, as it dampens the profits of 
the oil industry which is a major con- 
tributor to the growth of the economy. 
Analysts feel that the government's 
petroleum-pricing policy is creating 
problems in realizing the sector's huge 
potential. All in all, the need of the 
hour is to liberate both oil and gas from 
the clutches of price controls and allow 
the market forces to take the lead if 
India has to sustain its growth mo- 
mentum over the long-term.s 


— Y Bala Bharathi 
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| December 2007 | 85 


Ш INDUSTRY 





Retailing 


Untapped Potential 





The increasing level of disposable income and the consequent growing 
consumerism in the underdeveloped organized retail sector have made 
India an attractive destination for both domestic as well as global retailers. 


e fast-growing retail sector is 
providing around 8% employ- 
ment and accounting for over 

10% of the country’s GDP. Though the 
sector is one of the world’s largest, it is 
highly fragmented, and organized retail 
is still in nascent stage. However, it is 
fast moving towards growth and matu- 
rity. A decade ago, not a single mall was 
there, but today zhere are more than 
500 malls operating across the country. 
A quiet revolution is brewing in the In- 
dian retail space tempted by the spend- 
ing spree of the Indian public and many 
domestic business conglomerates are 
joining the retail bandwagon. With the 
improving infrastructure, the conducive 
environment for foreign brands, and 
100% FDI in ‘cash and carry through the 
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automatic route, the organized retail is 
set to become the next big thing in India. 


Land of promise 

India is a very promising land for retail- 
ers going by the current growth trends. 
According to McKinsey Consultancy, by 
2025, the Indian retailing will be the 
world’s fifth biggest consumer market. 
However, currently, 97% of the sector is 
unorganized in the form of 15 million 
family-run kirana stores, the most com- 
mon format of retailing. For big domes- 
tic retailers this means a huge opportu- 
nity (less for the foreign ones) allowing 
that only 51% of shops are selling 
single-brand products on a wholesale 
basis. Reliance, Aditya Birla Group, 
ІТС, Landmark, RPG and Bharti Enter- 


prises have all indicated, through their 
entry, their intentions to succeed in 
what is seen as the next big business in 
India. They are also bring capital as 
well as business confidence into the sec- 
tor. Reliance’s foray into the organized 
retail sector has changed the scenario of 
retailing completely. Other players, 
such as Pantaloons and Shoppers’ Stop, 
too have aggressive expansion plans on 
the cards. Reliance Retail is planning 
to invest Rs. 25,000 cr for opening dif- 
ferent formats in the next three years, 
and the Kishore Biyani-owned Future 
Group, India’s largest retailer, plans to 
invest Rs. 3,600 cr. 

In 2006-07, outlets for all formats 
of store-based retailing grew with 
hypermarkets witnessing the fastest 
growth and almost doubling in num- 
bers. The sector is witnessing a phe- 
nomenal growth of shopping malls and 
specialty retail stores, which provide 
home appliances, electronic goods, fur- 
niture, watches, sunglasses and as- 
sorted items. Pantaloon Retail India 
Ltd., being the early entrant, pushed 
ahead of the competition to emerge as 
India’s number one retailer in terms of 
retail value sales. 

The industry is currently estimated 
to be worth $312 bn. Organized retail- 
ing comprises only 3% of the total re- 
tailing market and is estimated at 
around $8.7 bn. The organized retailing 
is a small fraction compared to other 
developing countries, such as China, 
where it is 20%. However, the retail 
trade is expanding 22% each year with 
the addition of 25 million middle-class 
customers, and there is a growing de- 
mand for modern retailing formats that 
offer a clean and hygienic environment 
to shop. According to industry projec- 
tions, it is expected to grow to $70 bn by 
2010. 
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SAIL, India’s largest steel maker stands committed to nurturing and enhanci an те i 
the quality of life of its biggest asset - its human capital. In tune with this 
commitment, SAIL continues to work towards making a meaningful difference 

in people's lives. 

А glimpse of SAIL's increasing role as a responsible corporate citizen:- 


e Environment - Over 13 million saplings planted, energy consumption 
optimised, water conservation and effluent treatment intensified. 
e Education - 133 company-run schools with 90% student retention and 1:1 


ratio of girls and boys. 


e Health – 20 company-run hospitals in SAIL townships and other parts of 
the country; Efforts have lowered Infant Mortality Rate and Maternal 
Mortality Rate below national average. 
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Industry 





INTERVIEW 





Going forward, the power will shift from the brands to retailers due to their size, which 


means better bargaining power to retailers. 


With the growth in retailing, smaller players in 
India seem 10 be perspiring at the thought of com- 
petition. Is there a model in which organized retail- 
ers can co-exist with ‘mom and pop’ stores? 

The ‘mom and pop’ format will continue to 
play an important role in the Indian retail зес- 
tor. One of the key advantages that they have 
is the location/proximity to the residential ar- 
eas. Also, with services such as phone delivery 
and deferred payments, and with minimal 
operating costs, they have a very strong propo- 
sition. Also, for major suppliers such as 
Unilever these players will be very important, 
as larger organized players will squeeze the 
brands for margin. A model can evolve where 
the supply for these small players will be consolidated to get 
better economies of scale, supply chain efficiency, etc. 


Compared to regular provision shops, branded retail chains run huge 
overheads. How can the companies make them viable? On the issue of 
pricing, how competitive are the prices vis-à-vis competition? 
Pricing in organized retail chains is very similar to the conve- 
nience stores. Since in most of the categories complete back- 
ward linkages have not been established, it will take time 
before we see some real discounted offers (at the moment 
most of them are given by the brands and may be available in 
other stores as well). Organized retail does have higher 
overheads. However, the real differentiation that they can 
bring is in the back-end processes. With better inventory 
management, disintermediation, effective customer loyalty 
programs, automation and merchandise planning they can 
definitely be a success. 





Purnendu Kumar 
Associate Director, Technopak 


Today private labels are found across all categories. 
Does that lead to any retailer-manufacturer con- 
flict? 

Private labels are going to be the mainstay 
of the large organized players. Though this 
will bring conflict with the brands, they have 
to live with it. Going forward, the power will 
shift from the brands to retailers due to their 
size, which means better bargaining power 
to retailers. 


What are the political, social, economic and 
technological factors influencing the Indian Retail 
Industry? 

FDI, better transport facilities, and IT sys- 
tems. 


With the relaxation in FDI regulations, the retailing scene is getting hot 
with both the domestic giants and the big foreign players eyeing the 
organized retail pie in India. How will domestic companies hold their 
own among these big fish? 

India, being such a diverse and large country, will always have 
room for 4-5 large pan-India players. Retail is very location- 
specific and with better local market understanding, Indian 
players will play a major role in future as well. 


What's your take on the future growth of retailing in India? What are the 
challenges and opportunities you see in the market? 

Food and grocery segment will be dominated by large 
corporates, and we will see more and more investments in 
the specialty sector. However, real estate will be a major 
challenge. 


Revenue-sharing: 

The new retail buzzword 
Revenue-sharing is a new trend that 
has emerged recently in this sector. In 
the new model, real estate majors are 
working out with the retailers to occupy 
space in the new malls against the tra- 
ditional fixed rental practices. In this 
new model, the mall developer charges 
a minimum guarantee sum against re- 
tailer sales. Already the real estate 
biggies have announced their intentions 
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to invest huge sums of money. For in- 
stance, Reliance Retail has invested a 
mind-boggling Rs. 25,000 cr for opening 
different formats of malls across the 
country. Kishore Biyani's Future Group 
too plans to invest Rs. 3,600 cr in 100 
stores in 30 cities. Real estate major, 
DLF will be spending Rs. 16,000 cr on 
developing malls over the next four 
years. Within a span of three years, the 
retail space will increase from 3.5 mil- 
lion to 30 million sq ft. 


However, in the revenue-sharing 
model, there is bitterness among retail- 
ers since the minimum guarantee sum 
charged by the developers is very high, 
while the developers complain that the 
realtors are not transparent in their ac- 
counting practices and need to follow 
the best international practices. Mean- 
while, the developers feel that selection 
of a model purely depends upon the 
working capability of the brand housing 
in the mall. 
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Maturation and growth 

The growth path for retail is not hurdle- 
free. Despite having the basic ingredi- 
ents for success, the industry is faced 
with hurdles that prevent the next level 
of maturation and growth. These issues 
vary from core infrastructure challenges 
to real estate costs to human resources 
to taxes to corruption. The predominant 
concern of the retail industry is gaining 
‘industry status’. Granting industry 
status to retailing is the first basic step 
to reform the sector. It is also feared 
that the entry of foreign giants into or- 
ganized retail would affect the unorga- 
nized kirana stores. Besides, the taxa- 
tion system in India still favors small 
retail businesses. Procurement, distri- 
bution and marketing amount to huge 
expenses in the retail wheel. Poor qual- 
ity of distribution results in higher lo- 
gistics cost. Besides, retailing has cer- 
tain intrinsic complexities (price fluc- 
tuations and threat of product obsoles- 
cence) and extrinsic complexities (frag- 
mented sourcing, unpredictable product 
availability and unpredictable demand 
pattern) thereby eroding the profit mar- 
gin of the business. A trained human 
resource for retail is another big chal- 
lenge, and with the entry of foreign play- 
ers, the industry may witness a cat fight 
over the limited talent base. The indus- 
try consultants express a need for pro- 
fessional designers who understand the 
science of the mall. 


Effective supply chain 

The retail sector is still evolving and the 
industry is prone to a series of experi- 
ments with new ideas being tested out. 
Focusing on forward buying of real es- 
tate and vamping up operations in the 
operating outlets is a better idea to face 
the competition arising from the entry 
of the world majors into the market. 
Like any other industry, one of the key 
imperatives facing retailers in India is 
to have a robust and scalable supply 
chain that will facilitate rapid growth. 
The industry may tackle this challenge 
through IT implementations and elabo- 
rate IT set-ups. Also, the absence of a 
cold storage and cold chain infrastruc- 
ture for perishables is a major chal- 
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lenge for the industry. Experts suggest 
an industry-sponsored consortium 
wherein a group of retailers can tie up 
with transportation and refrigeration 
providers in transporting perishable 
items within the country. Retailers 
need to embrace product innovation, 
coupled with localization in sourcing 
products, to deliver reasonable cost to 
the consumers. Expressing concern over 
the consumption and mall development 
trend, RS Roy, Editorial Director, India 
Retail Research, opined, “Public-pri- 
vate partnership can revitalize the for- 
mats such as Khadi Bhawans that run 
one of the largest retail networks in the 
world.” 


Consumer Confidence Index 

The lack of consumer insight is a major 
shortcoming in the retail industry. AT 
Kearney, a leading retailing consulting 
firm, proposes to establish a widely 
tracked and published Consumer Con- 


| 


fidence Index that accurately measures 
the degree of consumer optimism. 
Countries such as Brazil and China 
have both implemented this index, as 
have many of the developed retail 
economies. Further, the retail industry 
has to employ third-parties who can ef- 
fectively mine and analyze consumer 
data. Besides, while most companies 
are experimenting and achieving suc- 
cess with HR policies and talent devel- 
opment, these innovations are still 
company-specific and are yet to seep 
into the concept of organized retailing. 
The central and state governments 
must step up and support certain is- 
sues such as reform of the Urban Land 
Ceiling and Regulation Act, reducing 
the license requirements and offering a 
‘single window facility, eliminating any 
remaining octroi taxes, and amending 
labor laws. The Federation of Indian 


Chambers of Commerce and Industry 
(FICCI) feels that the time is ripe for 
honing the skills of retail personnel, a 
concerted move towards a single com- 
mon market and a check on counterfeit- 
ing and effective implementation of the 
rules and regulations governing the sec- 
tor. It is important to abolish inter-state 
levies and implement a uniform VAT in 
all states at the earliest. A prevailing 
sentiment in the industry is abolition of 
Central Sales Tax (CST) as destination- 
based VAT and CST cannot go hand in 
hand. It is also important that the gov- 
ernment should consider a harmonized 
rate structure by rationalizing levies im- 
posed on the retailers across states. 
Developers have realized that apart 
from design, basic factors such as park- 
ing management and proximity to a bus 
stop are the golden keys to success. То 
attract visitors, western countries have 
the facility of free parking space for cus- 
tomers; however, such a concept is hard 


The government should consider a harmonized 
rate structure by rationalizing levies imposed on 
the retailers across states. 


to imagine in India. There has been a 
radical shift in the development ap- 
proach of malls, and the country is yet 
to see the niche specialty mall culture 
soaring to a greater picture. Though 
the Indian retail is scaling up at a fast 
pace before the imminent entry of the 
big boys from the global arena, one 
question which needs attention is 
whether they have the muscle to match 
the global retailing giants. With the 
fight for retail space heating up and 
with an increasing transparency in the 
sector, the smart small-time ‘mom and 
pop’ stores are also building personal 
dealings and increasing their service 
spectrum. Going by the huge untapped 
potential of Indian retailing, the future 
looks promising.m 


— N Janardhan Rao and V Ratna 
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Telecom Infrastructure 


Making the Right Call 


Telecom infrastructure in India lags comparably behind and needs to be 
uplifted. Duplication of telecom infrastructure is a colossal waste. 
Infrastructure sharing, as an option, should be considered more seriously. 





he once monopolistic Indian 

telecom industry has come a 

long way. Today, it is one of the 
world's hottest markets and one of the 
prime contributors to India's ongoing 
economie boom. For instance, a report by 
Ernst & Young quotes a 1% increase in 
telecom penetration results in a 3% in- 
crease in GDP growth. Over the past de- 
cade, India's achievement in this sector 
has been quite impressive. To its credit, 
the telecom network in India consisted of 
around 48 million fixed-line connections. 
Unlike in the past, a vast majority of the 
population has access to telephone ser- 
vices. The highly cempetitive environ- 
ment is forcing low pricing of goods and 
services. In terms of long distance calls, 
the industry has made remarkable 
progress by adopting latest technologies 
of fiber-optic cables. 

However, the growing telecom has 
also brought its own drawbacks. These 
include limited bandwidth and limited 
number of cell towers against growing 
call traffic. More than 70% of Indian 
population lives in the rural 
India but contribution from rural India 
to telecom industry stands at a mere 
20%. Rural tele-density stands at a 
mere 1.5%. The mobile operations are 
struggling with their poor network cover- 
age. On the whole, telecom infrastruc- 
ture in India lags eomparably behind 
and needs to be uplifted. Industry ana- 
lysts say that in a developing economy, 
duplication of telecom infrastructure is a 
colossal waste. Infrastructure sharing, 
as an option, should be considered more 
seriously. By sharing the infrastructure, 
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the players can avoid enormous delays in 
obtaining Right of Way from different 
agencies such as NHAI and pollution 
board, which are hampering faster net- 
work roll outs. It is expected to add ca- 
pacity to the tune of 150 million lines to 
achieve the target of 250 million sub- 
scribers by 2007. 


Opportunities galore 
In the year 2007, India achieved the dis- 
tinction of having the world's lowest call 
rates and also the fastest growth in the 
number of subscribers, and added 5.19 
million new subscribers in April 2007, 
taking the total user base above 212.02 
million. The service providers of wireless 
continued to dominate the sector by add- 
ing to the user growth 5.15 million sub- 
scribers in April. India has the highest 
monthly Minutes of Usage (MOU) per 
subscriber in the Asia-pacific region. In- 
dia is emerging as a leader in using the 
mobile phone as a tool to access the 
Internet all over the world. The retail 
market for mobile handsets, accessories 
and airtime is over $15.6 bn and growing 
at the rate of 15-20%. Gartner predicted 
that at the end of 2008 mobile penetra- 
tions would rise to 14.596 and the com- 
bined mobile-fixed penetration to 19.1%. 
However, to maintain the growth 
tempo, according to the global 
consultancy firm Ernst & Young, “India’s 
telecom sector will see investments up to 
$25 bn over the next five years. Private 
equity will play an important role in 
telecom infrastructure as telecom infra- 
structure will.need massive invest- 
ments." The government's decision to in- 


crease the Foreign Direct Investment 
(FDD up to 7446 in this sector has created 
a huge interest among the global inves- 
tors. The share of telecom in FDI rose 
from 3-446 to 12-15% in the year 2006. 
Vodafone, the world's largest mobile 
player, has decided to invest $2 bn in In- 
dia in 2007. Essar Telecom Tower and 
Infrastructure, GTL Infrastructure and 
Srei Group's Quipo, the leading players 
in the telecom tower business, are collec- 
tively investing $1.1 bn during 2007. The 
sector is providing a huge opportunity for 
telecom service operators, infrastructure 
vendors, manufacturers and associated 
services companies. Telecommunication 
is the lifeline ofthe rapidly growing infor- 
mation technology industry. India is per- 
ceived to have a special comparative ad- 
vantage in information technology and in 
IT-enabled services. Now most of the rev- 
enues ofthe country come from the IT in- 
dustry. However, to sustain this growth 
tempo in future is totally dependent 
upon telecommunication infrastructure. 


Challenges 
The immense growth of telecom sector 
has become its own hindrance in its 
growth path. The government continued 
to be the major and single largest inves- 
tor in this sector. The sector is facing 
problems like growing call traffic and 
limited bandwidth, and a limited num- 
ber of cell towers have led to poor net- 
work coverage by most operators. The 
country has to set up more towers to 
solve these problems. There is a need of 
90,000 towers to cater to 136 million 
wireless subscribers. The sector needs to 
build approximately 135,000 towers by 
2007 and 330,000 by 2010 to achieve its 
subscriber target. 

The need of the hour for the telecom 
players is to share passive, active and 
backhaul connectivity to achieve the pro- 
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jected target апа to reach most of the ru- 
га! areas. Tower building and backhaul 
connectivity account for about 60% of the 
cost of doing business. Besides, the high 
costs that are incurred also result in de- 
laying the го out of services. Going by 
tnis, the Department ef Telecommunica- 
tion (DOT) has given high priority to the 
issue of passive infrastructure sharing. 
If the passive infrastructure is shared, 
the operators are expected to save close 
to 30% on capita! (CAPEX) and opera- 
tional (OPEX) expenses. 


Overcoming the challenges 

The DOT has been formulating develop- 
mental policies for the accelerated 
growth of telecommunication services by 
giving high priority to the issue of pas- 
sive infrastructure sharing. It also tar- 
geted the rapid growth and expansion of 
zele-density to reach 15% by 2010. The 
government funding ш telecom will play 
a crucial role in the growth and spread of 
telephony in rural areas. It has taken an 
acditional incentive to make successful 
the passive infrastructure sharing under 
the Universal Service Obligation (USO). 
Accordingly. telecom players get subsidy 
in passive infrastructure under the USO 
in rural areas. 

The tower management business is 
an emerging business model all over the 
world. The Indian companies are joining 
hands with these tower management 
companies to provide better services 
and for equity dilution. The Telecom 
Equipment Manufactures Association 
of India (TEMA) notes that the rush for 
a share in the country's booming 
zelecom equipment market has created 
unprecedented competition among glo- 
bal suppliers and has reduced the line 
equipment cost significantly. 


Sharing the infrastructure 

Telecom companies, which are in a race 
to set up towers to cope with the explo- 
sion in the number of subscribers, have 
now realized the importance of sharing 
the infrastructure. Infrastructure shar- 
ing may be new to India but it's a stan- 
dard practice ail over the world. Though 
infrastructure sharing is not successful 
in Western countries, experts believe 
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that it will be successful in India. 
Telecom Regulatory Authority of India 
(TRAI) supports passive infrastructure 
sharing. It opines, ^Mobile operators will 
require a large number of towers to sus- 
tain this growth pattern, which will need 
huge expenditure and time to roll out 
services. It is likely to further deteriorate 
the skyline by erecting more towers. Pas- 
sive infrastructure sharing will help to 
reduce the growth of towers." However, 
passive infrastructure sharing among 
the operators is limited to two in most 
cases, since the tower companies need an 
average of 2.5 to 2.7 carriers per tower. 
Moreover, telecom companies are not al- 
lowed to share active infrastructure such 
as optic and feeder fiber cables, radio 
links, network elements, backhaul, an- 
tennae and transmission equipment. 
TRAI in its recent policy mentioned that 
the players will be allowed to share both 
passive and active infrastructure, in- 
cluding the backhaul. But again non- 
availability of backhaul, especially in 
rural areas, is a major challenge for the 
telecos. India's vast interior rural areas 
are difficult to access because of poor 
roads and lack of electricity. This is why 
India's national tele-density remained 
among the lowest in the world. Pres- 
ently, the service providers share infra- 
structure at their own initiative. Like 
that about a quarter of the tower sites 
are shared in mainly rural areas and 
small towns. To improve the penetration 
even in remote areas, the department of 
telecom has decided to provide subsidy 
support to encourage infrastructure 
sharing in rural areas. 


Outlook 

According to TV Ramachandran, Direc- 
tor-General, Cellular Operators' Asso- 
ciation of India, to set up 2.2 lakh more 
towers in the next three years, an invest- 
ment of Rs. 66,000 cr will be required. He 
further adds that hiving off tower infra- 
structure is an Indian innovation. How- 
ever, the healthy private sector partici- 
pation has resulted in unprecedented 
growth in the cellular and Wireless Local 
Loop (WLL) services. Many private play- 
ers such as Reliance Telecom, Bharti 
Airtel, Idea Cellular, RComm are gear- 





- Neha Gupta, GTL Limited. 


The existing telecom infrastructure would not 
suffice because the subscriber base would be 
900 million by 2010. In order to serve this mar- 
ket, we would require approximately additional 
3,30,000 sites i.e., towers by 2010 as per Cel- 
lular Operators Association of India (COAI). 
And as of today, we have just 1,10,000 towers 
in place. Thus, there is a huge gap that needs to 
be filled as the current tele-density in India is in 
the range of 20-2596. 

The upcoming challenges 

Procedural delay 

There are approximately 40 clearances that are 
required priorto setting up a site. In India, there is 
no scheme or exemptions or single window 
mechanism that would assist in tower execu- 
tions. Thus, the gestation period is very long 
thereby increasing the uncertainty and the finan- 
cial burden on any party that builds the tower. 
Fund raising 

Given the capex requirement fund raising in 
itself is a big exercise. Thus, a constant hunt for 
creative financing is a time-consuming and 
significant task. 

Absence of tax benefits 

There are no tax benefits available to the 
telecom infrastructure sector though it is in 
alignment with the govemment and TRAI ob- 
jective of enhanced tele-density and increased 
penetration in rural as well as urban areas. 
These challenges are common to carriers 
(Bharti, Reliance, etc.) as well as independent 
tower companies. However, the one challenge 
below is only for carriers. 

Sustainability 

Setting up infrastructure in Circles B and C is 
significant as these two circles are recording 
the maximum growth in subscriber base. As 
compared to that the ARPU (Average Revenue 
Per User) is comparatively lower in these 
circles. Thus, a major challenge is to incur 
huge capex on building infrastructure in these 
locations and surviving on lower. Thus, the 
gestation period is long and the initial invest- 
ment is high. 


ing up and giving a boost to the telecom 
sector. The growth of the network has 
been very encouraging, but still a lot 
needs to be done if India wants to remain 
a front-runner in information revolution.m 


— М Janardhan Rao and Pratichi Samal 
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Cement Industry 


Cementing the Future 





Increased activities in infrastructure coupled with consolidation has brought 
a change in the cyclical nature of the cement industry. 





fter China, India's cement in- 
dustry is the second largest and 
anks above even the developed 
markets of the US and Japan. While 
the industry had a meager per capita 
consumption of just 28 kg in the 1980s, 
it has now crossed 110 kg. Though the 
growth in terms of per capita consump- 
tion is impressive, the country is still 
well behind the global average. How- 
ever, with the government's increasing 
emphasis on infrastructure, the ongoing 
economic boom, growth in retail and IT 
sector, booming housing construction 
and expansion in corporate production 
facilities, the industry is on a fast for- 
ward mode like never before. The indus- 
try is very much in the process of catch- 
ing up with international averages of ce- 
ment consumption. 
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Cement companies in India are in the 
driver's seat and expanding their horizon 
to potential and lucrative export markets 
of South-East Asia and the Middle East. 
Backed by low-cost technology and ex- 
tensive restructuring some of these have 
become efficient global majors. However, 
due to the consolidation drive in the re- 
cent past, the industry remains some- 
what fragmented, and further scope for 
M&As is very much on the cards. The 
cumulative FDI inflow into the industry 
from 1991 to 2007 was $989 mn, which 
is 2.2696 of the total FDI inflows into the 
country. The relative market share of all 
companies has changed over a period of 
time, as consolidation of capacities has 
seen Gujarat Ambuja, UltraTech, India 
Cement and Grasim emerge as key play- 
ers along with ACC. 


Consolidation: At the top level 

The impact of high demand is palpable 
as all the major players in the Indian 
cement sector have witnessed a surge in 
their sales volume. The installed capac- 
ity rose to more than 177 million tons 
per annum (mtpa) in 2006-07, and 
some of the biggest cement companies 
of the world are competing with each 
other to penetrate the Indian market, 
thus triggering a wave of M&As. Un- 
able to withstand the cyclical nature of 
the industry, weaker and smaller com- 
panies are also willing to come under 
the umbrella of larger and more effi- 
cient units. In turn, these developments 
also anticipate the acquiring units to 
restructure their operations, reach out 
to new markets, and to achieve econo- 
mies of scale by saving a lot of time and 
cost for setting up new units. This has 
led to the formation of two prominent 
groups in the Indian cement sector: one, 
Gujarat Ambuja-ACC-Holcim and the 
other, Aditya Birla-Grasim-UltraTech, 
which control 40% of the total cement 
production in the country. Holcim, the 
Swiss cement giant, which had entered 
the Indian market through a strategic 
alliance with Ambuja Cement (for- 
merly GACL), has been successful in in- 
creasing its holding in ACC to 41.6% 
through a series of creeping acquisi- 
tions. Holcim's total holding in Ambuja 
Cements increased to 28% when 
Ambuja Cement Eastern Limited 
(ACEL) merged with Ambuja Cements. 
Holcim acquired an additional 11% in 
the Ambuja Cements group company 
Ambuja Cement India Limited (ACIL), 
which raised its total shareholding to 
7896. French cement giant, LaFarge has 
acquired Tisco and Raymond and is 
planning to double its capacity in the 
next five years by the Greenfield expan- 
sion route. Italcementi, the Italian ce- 
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ment major, acquired a stake in Zuari 
Industries, a KK Birla promoted ce- 
ment plant in Andhra Pradesh. Heidel- 
berg too joined the party by entering 
into an equal joint venture agreement 
with Indo-Rama cement. It acquired a 
major stake in SK Birla group's Mysore 
cement for $93 mn. 


Leading the pack 

Ou: of the 17 cement companies that 
have featured in The Analyst 500 list of 
2007, Grasim Industries has emerged 
as the number one by improving its po- 
sition from 41* in 2006 to 40% in the 
overall The Analyst 500. Strong funda- 
mentals, unrelenting focus on opera- 
tional superiority, cost minimization, 
efficient financial management and 
continuous streamlining of business 
practices bode well for Grasim. Driven 
by healthy demand, its capacity utiliza- 
tion was at 110%. Production grew by 


The growing demand for cement can be attributed 
mainly to infrastructure, residential and industrial 


sectors. 


4% from 13.83 million tons in FY06 to 
14.42 million tons in FY07. Sales vol- 
ume too rose by 44» to 14.52 million 
tons. To cater to the growing demand for 
cement in the northern region, the com- 
pany has decided to set up greenfield 
cement plants in Kotputli and 
Shambhupura of Rajasthan and a 
grinding unit in Dadri to step up its 
manufacturing capacity by 11.2 million 
tons by the end of Q1FY0O9. 

Ambuja Cements Ltd., which 
proudly says that energy efficiency is its 
competitive advantage in the energy-in- 
tensive industry, stood at 274 position 
slipping five positions from 48 in 2006 
to 53 in the overall list. Of late, it has 
been on an acquisition spree buying 
Ambuja Cement Rajasthan Limited 
(ACRL, formerly DLF Cements), ACEL 
(formerly Modi Cements) and has 
taken a 14.6% strategic stake in ACC 
Ltd. (Associated Cement Companies 
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Limited). ACC Ltd. is in 3“ position 
climbing 19 places from 78% in 2006 to 
59'^ position. To boost its cement pro- 
duction capacity by 6 million tons, 
Ambuja Cements Ltd. has chalked out 
capital expenditure plans worth Rs. 
3,500 cr in the next 2-3 years. 


Demand drivers 

The growing demand for cement can be 
attributed mainly to infrastructure, 
residential and industrial sectors. 
Among these three, the residential sec- 
tor accounts for almost 65% of the total 
consumption and will remain as a ma- 
jor driver for cement demand. It is fol- 
lowed by infrastructure with 2096 and 
commercial (Industrial) sector with 
15% respectively. Increase in dispos- 
able income levels, decrease in average 
size of the households with more and 
more people opting for nuclear family 
concept, substantial fall in housing fi- 





nance interest rates, and housing being 
considered as an investment option 
rather than a basic need have made the 
residential sector the key contributor to 
the cement demand. 

With the Indian Government laying 
emphasis on the development of infra- 
structure, especially rural infrastruc- 
ture, cement demand is likely to sky- 
rocket in the near future. In addition to 
the NHDP phase I & II (National High- 
way Development Program), the 
present government has already an- 
nounced a slew of new projects such as 
NHDP III, IV, V and VI and planning to 
invest hugely for upgradation and 
modernization of airport infrastruc- 
ture. All these projects are estimated 
to cost approximately Rs. 1,475 bn. To 
complete the above-mentioned 
projects, close to 70 million tons of ce- 
ment are required over the next one 
and a half years. 


Impressive capacity utilization 
According to Cement Manufacturers 
Association, during FY2007, the aver- 
age monthly capacity utilization was 
94%. Cement dispatches for the same 
year registered a record 155 mtpa show- 
ing a growth of 10%. What is more 
heartening is that the dispatches for 
the first quarter of 2007 reached 15.08 
mtpa as against an installed capacity 
of 14.95 mtpa. The Indian cement in- 
dustry consists of 130 large and 365 
mini cement plants. The large plants 
accounted for more than 93% of the to- 
tal installed capacity. However, there is 
still a lot of room for development as 
India’s per capita production per year is 
abysmally low at 115 kg when com- 
pared to the world average of 250 kg and 
China’s 450 kg. According to Fitch Rat- 
ings, a global rating agency, the demand 
for cement in India is expected to grow 
at 10% annually driven by corporate 
capital expenditure, infrastructure and 
housing demand. To meet this demand, 
around 20 projects with a cumulative 
capacity of 11.6 mtpa would start pro- 
duction commercially in 2007-08, in- 
creasing the total cement manufactur- 
ing capacity to 183 mpta. Another 23 
projects with an aggregate capacity of 
21.17 mtpa would commence produc- 
tion by the end of March 2009. 


Major impediments 

So far, in India, infrastructure spending 
has been confined to the government 
only. This acted as the key drawback for 
cement demand in the past. However, 
today, the scenario is changing going by 
the increasing participation of public 
and private in infrastructure develop- 
ment. As the government-supplied 
power is erratic and unreliable in many 
states, cement companies are install- 
ing expensive power units. Despite be- 
ing an essential commodity to all seg- 
ments of society, cement companies pay 
nearly 70% of ex-factory price as taxes 
and duties to the government. High ex- 
cise duties and taxes and limestone roy- 
alties are all adding up to the cement 
prices. Owing to the recent favorable 
scenario where demand exceeded sup- 
ply, most of the industry players have 
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decided to expand their capacities. 
However, this condition may change 
once the planned capacities become op- 
erational by the end of 2009, leading to 
a situation of surplus supply pushing 
Созуп the current high realizations. The 
magnitude of the housing sector can be 
sensed from the fact that it is the major 
consumer of cement, using almost 65% 
of the country's cement. Any hardening 
of housing loan interest rates will have 
an undesirable impact on this sector. 
Availability of limestone in only cer- 
tain locations has led to regional imbal- 
ance of the industry in terms of distri- 
bution. Due to poor and inadequate in- 
frastructure, the industry has to rely 
heavily on roads for even distances 
more than 250 km. As freight costs ac- 
count for more than 15% ofthe total рго- 
duction cost, this is adversely affecting 
the competitiveness of the cement in- 
dustry. Increase in prices of coal and 


Moreover, increasing consolidation 
in the industry indicates hardening of 
prices in the higher band. This scenario 
created a favorable situation to only a 
handful of selected players, who do not 
depend on a particular regional market 
to enhance their operating efficiency 
and have established a supply chain 
network. Even though some companies 
closed their units to meet maintenance 
costs, capacity utilization was well 
above 95% for most. Moreover, a differ- 
ence in regional demand supply situa- 
tion has translated into price differ- 
ences across regions. For example, in 
the southern region, where there is sur- 
plus supply, prices remained low. While 
in the western and eastern regions, 
where there exists an acute shortage of 
supply, prices soared. 

To curb inflation, the government 
introduced dual excise duty policy for 
cement. Accordingly, a 50 kg cement bag 


Intra-group consolidation may bring operational 
rationality, improve logistics efficiency, stabilize 
prices and help companies realize better margins 


in the industry. 


availability of quality coal are also 
hampering the companies’ ability to 
maintain margins. 


Prices to remain firm 

Rakesh Arora, Chief Financial Analyst, 
Macquarie Research, opined, “Im- 
ported coal prices have almost doubled 
to around $120 per ton in the past nine 
months, driven by the huge increase in 
sea freight. However, commissioning of 
coal-based power plants will reduce de- 
pendence on high-cost, oil-based power 
plants.” Robust demand and healthy 
utilization have pushed the prices up 
across the country by 15% year-on-year. 
As the cement companies do not have 
any control over the external cost fac- 
tors such as spiraling freight, power and 
raw material costs, only a few tap ce- 
ment companies are able to meet mar- 
ket expectations, and their realizations 
grow substantially on high prices. 
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priced above Rs. 190 now attracts an 
additional duty of Rs. 200 per ton, while 
the duty on cement that is priced below 
Rs. 190 has been reduced by Rs. 50. 
Against this, most of the cement com- 
panies raised the price by Rs. 12 per 
bag. Unable to convince the cement 
manufacturers to cut back prices, the 
government is now contemplating offer- 
ing a five-year tax holiday to new ce- 
ment units that would commence ce- 
ment production within three years and 
consequently bring down prices. Later, 
the duty on cement priced above Rs. 190 
changed to 12% ad valorem. As the ca- 
pacity additions are taking place 
slowly, the demand supply situation is 
likely to keep the cement prices at a 


high level. 


Outlook 
The future of the Indian cement indus- 
try looks very promising. With its im- 


pressive capacity utilization and con- 
sumption growth, and because of the 
strong correlation with the GDP, it is in 
line with the economic growth. It has 
achieved a remarkable success in tech- 
nological upgradation and incorpora- 
tion of the latest technology. 

There is still a possibility for fur- 
ther consolidation in the sector, but at 
a slow rate. As consolidation has taken 
place at the top end in the last five 
years, the industry experts are of the 
opinion that the activity may shift to 
bottom level, 1.е., among companies 
with capacity between 1 to 4 mt capac- 
ity. This intra group consolidation may 
bring operational rationality, improve 
logistics efficiency, stabilize prices and 
help companies realize better margins 
in the industry. There is also a huge 
scope for increase in export of cement 
to South-East Asian countries and the 
Middle East due to India’s geographi- 
cal advantage. More significantly, the 
gap between domestic demand and 
supply has been reduced to a very large 
extent and the sector is likely to wit- 
ness higher growth in the near future. 
Due to the burgeoning housing sector, 
rising global demand, and increased 
activity in the construction sector such 
as housing and commercial, there ex- 
ists abundant investment opportuni- 
ties in the industry. All this augurs 
well and suggests that the cement in- 
dustry has a significant role to play in 
the Indian economy. 

The Indian cement industry is thriv- 
ing like never before, driven by strong 
GDP growth. Post liberalization, with 
the inception of several policy reforms 
the industry has made rapid strides 
and is now the second largest excise 
duty payer after the tobacco industry. 
The dynamics of the Indian cement in- 
dustry is going through a gradual shift 
from an oversupply situation to a sce- 
nario where demand is exceeding sup- 
ply. Increased investment in the infra- 
structure sector and a boom in indus- 
trial and real estate activities have all 
set off tremendous growth.s 


— М Janardhan Rao and PS Sarath Chandra 
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Media and Entertainment Industry 


Digitization Is the Key 
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India's strong foothold in the global IT arena has provided the industry with the 
much-needed opportunity to emerge as a global hub for digital entertainment. 





e Indian media and entertain- 
ment industry is ready to enter 
the golden era. With the fast 

changing lifestyle of consumers, high dis- 
posable income, IT boom and technologi- 
cal convergence, this is one ofthe best per- 
forming industries in India with a CAGR 
of 1996 over the last five years. The growth 
rate of this industry will continue to at- 
tract both external equity and debt capi- 
tal as well as management talent, which 
will further accelerate the growth. After 
China, the Rs. 43,700 cr Indian media 
and entertainment industry is the most 
vibrant and fast growing one in the world. 

Government policy initiatives that 
have encouraged the inflow of invest- 
ment, initiatives by private media com- 
panies and technological advancements 
are some of the key drivers of rapid 
growth of this industry. Besides 
corporatization of the film industry, the 
booming television sector, the fast grow- 
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ing radio sector and a growing market for 
printing and publications are also fuel- 
ing the growth. The tremendous growth 
of the industry, which was previously 
dominated by strategic buyers, is now 
attracting many private equity inves- 
tors: Matrix Partners, Warburg Pincus, 
DE Shaw, and T Rowe Price Interna- 
tional being some of these. 

The FY2006-07 was not so enter- 
taining for the key players, such as Zee 
Entertainment Enterprises, whose rank 
slipped from 267 to 315 this year. An- 
other leading player, SUN TV slipped to 
382 against 169 rank the previous year. 
In the print media segment, HT Media is 
in number one position and ranked at 
262 this year against 272 the previous 
year. Deccan Chronicle Holdings and 
Jagaran Prakashan are the new en- 
trants to The Analyst 500 list. The 
industry's key segments include: films, 
television, music and radio. 


Films 
In India, film is regarded as the main 
source of entertainment; as such, this 
country is the largest producer of films 
in the world. Technological advance- 
ment and digitization are giving a ma- 
jor boost to this industry and helping 
immensely in all spheres such as film 
production, film exhibition and market- 
ing. India, which has a very vast cul- 
tural diversity, produces 1,041 movies 
a year. The segment is currently worth 
about $1.8 bn and is expected to grow at 
a CAGR of 16% for the next five years 
and to reach $3.8 bn in 2011. The film 
industry earns 85% of its revenue from 
box office collections. The Hindi film in- 
dustry, popularly known as Bollywood, 
shares 40% of the Indian film market. 
Many new technologies such as DVDs 
and the Internet are ensuring that audi- 
ences are not confined to specific areas. 
According to a PwC report, India has 
now over 5 million home video and DVD 
subscribers and the current penetra- 
tion levels are expected to grow by 31%. 
There is an increase in the number of 
multiplexes in the metro cities, and it 
has changed the entire scenario of In- 
dian films. Corporatization of the In- 
dian film industry has helped it to in- 
crease its revenue. The dubbing indus- 
try has grown by 25-30%, and over the 
last five years international films have 
been reaching out to larger audiences. 
The animation and gaming industry 
in India are also gaining momentum. 
These segments are rapidly spreading 
all over the country, creating a strong 
foothold for themselves. According to 
NASSCOM, the animation industry is 
growing with a CAGR of 25% and is ex- 
pected to reach $869 mn by 2010. Cre- 
ative skills, cost advantage, growing 
software industries and a growing do- 
mestic market are some of the factors 
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which work as the growth factors for this 
industry in India. 


Television 

The television sector of India, with a size 
of Rs.14,800 cr, is booming and is an im- 
portant contributor to the total revenues 
of the media and entertainment indus- 
try. The segment has undergone a major 
transformation; from being a single pub- 
lic service sector brcadcaster, television 
has now 350 channels and is the third 
largest market in India. The television 
segment reaches 119 million television 
households, which is equal to the total 
population of the US, but covers only 
about 60% of the total population. The 
low penetration peints to the huge un- 
tapped potential for growth in this seg- 
ment. The new distribution platforms 
such as DTH and IPTV will increase the 
subscriber base and the revenue of the 
industry. With the launch of new chan- 
nels, this segment is expected to grow at a 
CAGR of 22% and will achieve $11.5 bn 
by 2011. Advertisement spending in In- 
dian television has been growing at the 
rate of 21% per year and has a significant 
influence on the growth of this segment. In 
fact, the television industry is posing a 
threat to the country’s film industry and 
both are great rivals within the country. 
Both these segments should make it a 
point to work together for the develop- 
ment of the Indian entertainment and 


Music 

The Indian music market is dominated 
by film music, which is an integral part 
of the Indian film industry. Due to piracy, 
this industry is growing at a very slug- 
gish rate. The music industry, with its 
current size of Rs. 700 cr, is expected to 
grow at the rate of 4% over the next five 
years. Mobile music and licensed digital 
distribution are fueling the growth of 
this industry anc music industry is ex- 
pected to recover through these techno- 
logical advancements. India has now 
emerged as the largest market fer mo- 
bile music. Mobile music is growing at a 
pace of 50% and this segment is ex- 
pected to exceed the sales of physical 
music CDs and cassettes. India has 
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more than 140 million mobile phone us- 
ers, and around 6 million new subscrip- 
tions are added each month. So, it is 
clear that this growth will add to the 
growth of the music industry. 


Radio 

Radio, the cheapest and oldest form of 
entertainment, which reaches 99% of the 
country’s population, is now changing the 
definition of Indian entertainment. It 
has made a tremendous comeback with 
its Frequency Modulation (FM). Nowa- 
days, the FM Radio craze has spread 
like wildfire throughout the country. 
Government policies are the driving fac- 
tors behind the huge growth of this in- 
dustry. This industry, with a size of 





entertainment. 


Rs. 300 cr, is growing at a CAGR of 32% 
and is expected to grow to Rs. 1,200 cr by 
2010. The introduction of satellite radio 
has also increased the revenue and popu- 
larity of this segment. Radio has the 
fastest reach among the segments in the 
media and entertainment industry. 


Government initiatives 

The industry has got a lot of support 
from the government through policies 
and fiscal measures. At both state and 
central levels, governments have taken 
measures to encourage the infrastruc- 
ture of the multiplexes. The government 
has encouraged funding from several pri- 
vate corporate players such as the 
Birlas, Vijaypat Singhania, Vijay 
Mallya and Mid-day Multi Media, 
which has boosted the growth of this in- 
dustry. The penetration of music has in- 
creased due to iPods and Internet down- 
loads. There is a huge increase in FDI in 
some segments such as broadcasting 
space, which is bringing many foreign 
channels to India. The government has 
allowed 20% FDI in FM radio and has 
recommended shifting to a revenue shar- 
ing regime from the current fee structure, 


Radio, the cheapest and oldest form of entertain- 
ment, which reaches 99% of the country's popu- 
lation, is now changing the definition of Indian 


which has resulted in a boom in the FM 
sector. The revenues through advertising 
are increasing, and the entry of foreign 
companies has created employment op- 
portunities. Skilled manpower and soft- 
ware development have created an op- 
portunity for the outsourcing of anima- 
tion, which is gaining momentum. 


Challenges 

Piracy is the major challenge. There is a 
lack of proper number of empowered offic- 
ers to enforce these anti-piracy laws. The 
media policies for FDI are not uniform 
due to which the growth ofthe industry is 
hampered. The industry spends only 
0.34% on advertising, which is the main 
reason for the sluggish growth of the 





industry. The media and entertainment 
industry has not yet been able to cover 
most parts of rural India, which is an- 
other factor hindering its growth. The in- 
dustry must try to increase its penetra- 
tion level in rural areas to contribute a 
larger amount to the country's GDP and 
economic development. 


The road ahead 

Backed by India's strong foothold in the 
global IT arena, the industry has the op- 
portunity to emerge as a global hub for 
digital entertainment. Prowess in IT is 
helping the industry to offer a whole 
range of services to the world in digital 
entertainment from content and ani- 
mation to distribution. The country has 
the opportunity to combine several fac- 
tors to create a whole new path in the 
entertainment business. In the days to 
come, India has the opportunity to take 
a great leap and regain its global lead- 
ership in entertainment, and it is defi- 
nitely bound to bring about an enter- 
tainment revolution.s 


— N Janardhan Rao and Pratichi Samel 
Reference # 01M-2007-12-11-01 
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Indian Banks 


Banking on Growth 





As the banking sector is on the threshold of exponential growth, 
consolidation, reforms and compliance remain the dominant factors on the 


boardroom agenda. 





significance of India, the sec- 
ond fastest growing economy in 
the world, has been rising con- 


siderably in the world market. Notwith- 
standing this, only a robust banking 
system would be instrumental in up- 
holding the enhanced levels of activities 
of the economy. Thanks to liberaliza- 
tion, improving economic conditions, 
changing consumer demographics and 
growing market opportunities, the 
Indian banking sector is growing at a 
steady pace and has been currently 
ranked among the most preferred bank- 
ing destinations in the world. Thus, this 
sector has emerged as a key facilitator 
for sustaining the growth momentum of 
the Indian economy. 

According to The Analyst 500 rank- 
ing based on ne: sales, SBI topped the 
league chart by maintaining the 6" po- 
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sition from the previous year. India's 
top private sector bank, ICICI, has 
moved up three places from 12 to 9% 
position. Besides this, Punjab Na- 
tional Bank and Canara Bank have 
climbed up by one position each and oc- 
cupied the 24" and 27" positions re- 
spectively. 


Taming inflation 

For the fourth consecutive year, the 
Indian economy witnessed a robust 
growth during 2006-07, according to the 
annual policy statement for the year 
2007-08 released by RBI. The Central 
Statistical Organization (CSO) esti- 
mates that the real Gross Domestic 
Product (GDP) growth has accelerated 
from 9% in 2005-06 to 9.2% during the 
same period. On the back of robust ex- 
ports and with the fastest growth in the 


manufacturing sector, industrial out- 
put surged by 11.596 in 2006-07. This, 
in turn, put pressure on prices and conse- 
quently the annual inflation touched a 
two-year high of 6.69% in January 2007. 
To cool loan growth and tame inflation, 
RBI raised the short-term lending rates 
twice between January and June 2007 
by a quarter percentage point each time 
to 7.7596. This is the highest hike in 
more than four years. 

With increasing credit growth and 
the corresponding shortfall in deposit 
accretion, the credit to deposit ratio in 
the banking sector swelled from 65% in 
January 2006 to 74% in January 2007. 
To bridge the growing gap between incre- 
mental credit disbursal and deposit ac- 
cretion, banks attempted to increase 
their Benchmark Prime Lending Rates 
(BPLR). Demand for non-food credit has 
also been on a rise which could be attrib- 
uted to the higher than expected growth 
in the manufacturing sector. 

During FY 2006-07, despite rising 
borrowing costs, loans grew 30% year- 
on-year (yoy) for the last three years due 
to strong economic growth (over 896 yoy 
since FY04 to 9.4% in ЕУО7). In Sep- 
tember 2006, Fitch Ratings raised the 
Macro-Prudential Indicator of the 
Indian banking system to ‘moderate 
vulnerability’ from ‘low vulnerability’ 
owing to the remarkable loan growth, 
along with the appreciation in asset 
prices. The Central Bank too relaxed its 
monetary policy. In the mid-term re- 
view of the monetary policy for FY 2007- 
08, RBI left all key lending and borrow- 
ing rates unchanged. The bank rate, 
repo rate and reverse repo rate re- 
mained at 6%, 7.75% and 6% respec- 
tively. However, Cash Reserve Ratio 
(CRR), money that commercial banks 
have to park with the central bank, was 
raised by 50 basis points to 7.5% with 
effect from November 10, 2007. 


| Chartered Financial Analyst | 


Indian Banks 





Though hiking CRR would reduce 
the lendable resources of commercial 
banks, exporters and small businesses 
are the ones who had to bear the brunt. 
Ganesh Kumar Gupta, Chairman, Fed- 
eration of Indian Export Organizations 
(FIEO), stated, ^We are disappointed 
because the RBI has not announced any 
measure to reduce cost of credit to the 
Small and Medium Enterprise (SME) 
export sector, which is facing a severe 
slowdown due to the appreciating ru- 
pee. On the contrary, the RBI has hiked 
CRR by 50 basis points, which could re- 
strict credit for the small and medium 
sector, 6596 of which also contributes to 
exports directly or indirectly." 


Gearing up for challenges 

In this era of globalization, one of the 
major challenges confronting the Indian 
banking system is to extend financial 
services to all sections of the society. 
Financial inclusion is not only crucial 
for the well-being of the society as a 
whole, but it also fosters faster eco- 
nomic growth in a more inclusive man- 
ner. Industry experts suggest that in or- 
der to achieve financial inclusion, a ho- 
listic approach is required by the banks, 
which would include creating aware- 
ness about financial products, educa- 
tion and advice on money management 
and debt counseling. 

It is quite appalling to know that out 
of the 8.9 crore farm households in India, 
only 5996 have bank accounts and 51% 
have access to formal credit, while an- 
other 21% manage credit from other 
sources. Aiming at 100% coverage, re- 
cently, India too has embarked on ‘inclu- 
sive banking’. A no-frills account is a step 
towards this direction. Though as many 
as 60 lakh no-frills accounts were opened 
during FY07, much needs to be done yet. 
There still remains a vast and untapped 
rural India beckoning financial inclusion. 

Another major challenge is related to 
capital adequacy. Basel I standards, 
adopted in 1999, have been successfully 
implemented in India and the authori- 
ties are presently inching towards adop- 
tion of Basel II standards which will en- 
hance the required capital. Basel П 
norms, typically, benchmark the quan- 
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tum of capital that a bank is required to 
put aside for covering the financial and 
operational risks. Most banks, necessar- 
ily foreign banks and Indian banks with 
overseas presence, are expected to be 
Basel II-compliant by March 2008, 
while all other scheduled commercial 
banks are required to adhere to the 
guidelines by March 31, 2009. Apart 
from this, banks also need capital for 
complying with Accounting Standard 15 
(AS15) norms relating to employee 
statutory dues. 

To meet these capital adequacy 
norms, Indian banks are finding ways to 
strengthen their capital base, which 
could support their future growth. In the 
current year, ICICI Bank has raised $4.9 
bn in the nation's biggest ever share sale, 
while HDFC Bank raised $698 mn by 
selling American Depositary Shares 
(ADS). The country's largest lender, SBI, 
plans to raise Rs. 10,000 cr or $2.5 bn by 
December to consolidate its operations. 

Another key challenge for domestic 
banks is to gear up further in an attempt 
to effectively compete with foreign 
banks, come March 2009. In response to 
the clamor of foreign banks for a level- 
playing field vis-à-vis Indian banks, RBI 
came out with a road map for further de- 
regulation of the Indian banking sector 
in 2009, which will lift the regulatory re- 
strictions on branch opening and acqui- 
sitions by MNC banks. After March 
2009, foreign banks would be allowed to 
set up branches in rural India and take 
over weak banks with an investment of 
up to 74%. A host of foreign banks such 
as Royal Bank of Scotland, Royal Bank 
of Canada, Switzerland’s UBS AG and 
Credit Suisse have either applied to or 
are in talks with RBI for licenses. Con- 
solidation is seen as a way to effectively 
cope with the upcoming competition 
from foreign players. 

An FICCI survey has analyzed that to 
achieve global competitiveness, consoli- 
dation in the financial sector has emerged 
as the most significant measure required 
to create a world-class banking system. A 
Moody report on ‘Banking System Out- 
look: India’ says that there is scope for con- 
solidation in the relatively crowded and 
fragmented Indian banking system, 


which is likely to increase as competition 
intensifies. The report highlighted that 
successful consolidation would result in 
an efficient system that is less vulner- 
able to shocks in the economy with posi- 
tive rating implications. 

There have been a few instances of 
consolidation in the industry since last 
year. In 2006, with the approval of RBI, 
IDBI took over the ailing United West- 
ern Bank (UWB), which is currently func- 
tioning as a separate Strategic Business 
Unit (SBU). The long-pending merger of 
Centurion Bank of Punjab (CBoP) with 
Kerala-based Lord Krishna Bank was 
realized on August 29, 2007, after the 
RBI approved their scheme of amalgam- 
ation. All the branches of Lord Krishna 
Bank Ltd. started functioning as 
branches of CBoP. Public sector banks 
such as Canara Bank and Dena Bank 
are also planning to merge in the near 
future. In a bid to consolidate its posi- 
tion as a market leader, SBI is eyeing a 
merger with its wholly-owned associate 
bank, State Bank of Saurashtra (SBS) 
once regulatory approvals have been ob- 
tained. There are also plans to merge 
with other associate banks as well. 


Growth factor 


The Indian banking sector is at the 
threshold of exponential growth. Ac- 
cording to the report titled "Banking in 
2050: How Big will the Emerging Mar- 
kets Get?" banking sector growth in the 
major emerging economies of the world 
would outstrip that in the developed 
nations before 2050. It has also been 
emphasized that India can rise from 
relatively low levels today to emerge as 
the third largest domestic banking 
market in the world by 2040 and in the 
long run it could even grow faster than 
China. Quest for consolidation is ex- 
pected to further gain ground in the 
wake of banks increasingly seeking to 
adopt the inorganic route to gain scale. 
However, customer orientation, consoli- 
dation, reforms and compliance remain 
high on the boardroom's agenda in the 
world of Indian banking.s 


— Y Bala Bharathi 
Reference # 01M-2007-12-12-01 
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Back in the Reckoning 


With the changing lifestyle and rising disposable income levels, the 
FMCG industry is all set to accelerate its growth in the coming years. 





ndia, being one of the largest 

emerging markets with a billion- 

plus population, is also one of the 
largest economies in the world in terms 
of purchasing power with a strong 
middle-class of over 500 million. 
Against this background, the Fast Mov- 
ing Consumer Goods (FMCG) sector 
has continued to show good momentum. 
It witnessed a steady growth aided by a 
strong demand from rural markets. 
During the second quarter ended Sep- 
tember 2007, the sector witnessed 
around 11-20% growth in sales and 
10-1596 rise in net profit, compared 
with the corresponding period last year, 
against positive factors such as rising 
disposable income levels. But most of 
these factors were more inclined to- 
wards the rural markets than the stag- 
nated urban markets, which again were 
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well-supported by good agricultural 
growth, increased liquidity and vari- 
ous infrastructural developments. 
However, segment-wise the market 
growth during 2006-07 displayed 
mixed results, with the food segment 
picking up pace and the personal care 
segment stagnating. However, the in- 
dustry has a long way to go; the per 
capita consumption in most product 
categories are still low, indicating an 
untapped market potential. 


Current scenario 

Due to various M&A strategies adopted 
by FMCG companies in 2006-07, the 
size and scale of many have got a tre- 
mendous boost. For instance, according 
to Adi Godrej, Chairman, Godrej Con- 
sumer Products, their Keyline's buyout 
increased their sales turnover by 20% 


and, as a result, their profit would in- 
crease by 10%. The M&A trend took off 
in the year 2005-06 and continued en- 
joying the same momentum in 2006-07 
as well. The companies adopting such 
strategies enjoy economies of scale in 
marketing, sales and distribution. Fur- 
ther, their combined advertisement re- 
duces the cost. Many FMCG companies 
have set their eyes on filling the gap in 
their existing product portfolio by ac- 
quiring companies with a set of prod- 
ucts as well as brands that compliment 
their existing portfolio. Mohan Goenka, 
Director of Emami, agrees that FMCG 
companies need to innovate continu- 
ously to ensure that input costs do not 
affect their growth. 


Rise of rural markets 

The future of India's economic growth 
lies in rural areas and this stands true 
for all companies including FMCGs. In 
fact, these companies are today more 
inclined towards rural market due to 
their economic progress. According to 
ASSOCHAM estimates, demand for 
ЕМСС products are expected to grow at 
the rate of 6096 by 2012 in rural and 
semi-urban segments along with a pro- 
jected CAGR of 12%. Thus, realizing 
the potential of rural markets, The Ana- 
lyst 500 companies, such as HLL, 
Nirma, Dabur and others, during the 
year have concentrated their supplies, 
with assured qualities, more towards 
rural and semi-urban people. They set 
themselves the target of reaching 50 
out of 100 customers by pushing more 
and more of their products into the ru- 
ral market. 

The cut-throat competition and 
near saturation of the urban market 
are the other factors that have forced 
the FMCG companies to turn their fo- 
cus towards rural India. A study by 
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INTERVIEW 


With organized retail coming of age in India, the consumer durables industry is all set to 
witness an increase in its sale in the coming years. 


As the Indian economy has been booming, 
the consumption has also been hitting the 
roof. Driven by a young population with high 
disposable incomes and easy access to fi- 
nance options, the consumer durables mar- 
ket has been registering mind-boggling 
figures. Currently, the Indian durables mar- 
ket is estimated at around Rs. 20,000- 
22,000 сг for 2007. During the first half of 
2007, the total sales for the industry stood at 
Rs. 1,000-1,500 cr. I expect this trend to con- 
tinue for some time and possibly in the next 
couple of years. 


Can you elaborate on the changing dynamics of the 





Shushmul Maheshwari 
Chief Executive 
RNCOS E-Services Pvt. Ltd., Delhi 


first superseded by players like BPL and 
Videocon and later on by foreign players such 
as LG, Sony, Samsung, Whirlpool, Daewoo, 
and Aiwa, who came into the picture. Today, 


these players control a major share of the con- 


sumer durables market. 

Post-liberalization, the Indian consumer 
sector has witnessed a phenomenal growth. 
The industry has come a long way from the 
situation where it was one-and-a-half decade 
ago. With a number of multinational compa- 
nies entering the Indian market and more re- 
formed policies being adopted by the govern- 
ment, the face of the consumer durables sec- 
tor in India has changed. The industrial boom 


Indian consumer durables industry especially in the post-liberalization 


scenario? 


Prior to liberalization, the consumer durables sector in India 
was dominated by a handful of domestic players such as 
Godrej, Allwyn, Kelvinator and Voltas. Together, they con- 
trolled nearly 90% cf the market. In the early 1990s, they were 


Chennai-based Francis Kanoi Market- 
ing Planning Services reveals that the 
rural market for FMCG products as on 
2006-07 was worth Rs. 65,000 cr and 
this could double if corporates under- 
stand the rural buying behavior and get 
their pricing and distribution right. 
Harish Manwani, Chairman, HLL, ex- 
pects that a major share of its sales of 
soaps, cooking oil, talcum powder, hair 
oil and tea goes to the rural market and 
would triple its market size by FY 2010. 

However, FMCG companies are fac- 
ing a stiff competition from the unorga- 
nized, unbranded, unpackaged home- 
made products. The unorganized players 
have deeper penetration in key regional 
areas as compared to organized players. 
To face these players effectively, CK 
Ranganathan, CMD, CavinKare, 
chalked out new strategies. He says, “We 
have created a road map to attack those 
sectors where penetration was low till 
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of the mid-1990s was considerably fueled by the post-liberal- 


ization runaway growth of consumer durables and the setting 


now. We are working on new products to 
cater to these opportunity segments and 
sprucing up our distribution and mar- 
keting efforts as well, to capture a favor- 
able market share and revenue in these 
segments." Accordingly, other FMCG gi- 
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up of industrial capacity to produce consumer durables. 

The rise in living standards, especially in urban India, and 
the easy access to consumer finance have fueled the demand for 
consumer durables in the country. Also, the entry of a large 


ants are formulating various strategies 
to tap the rural market in a big way. 

For instance, Godrej has introduced 
smaller packs for some of its soaps and 
placed them in the market for Rs. 5 only. 
Industry leader HLL launched the green 
variant of Lifebuoy soap hoping for a big 
gain in rural India. ITC with its e-choupal 
as procurement and marketing channel 
and HLL with its Project Shakti aim to 
expand their presence in rural India. The 
projects such as ‘Shakti’ take care of 
НИМ rural interest that equally demon- 
strates the perfect mix of social responsi- 
bility, sustainability and business strat- 
egy. However, the winner would be the 
one who had enough resource of time, 
money and also innovative ideas to tap 
the potential rural market. 


FMCG players in The Analyst 500 
On the whole, the FMCG players have not 
shown a stellar performance due to a 
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number of foreign players means the consumer is no longer 
starved for choice. But this has also resulted in an over-supply 
situation in recent times as growth levels have tapered off. 


Many multinational companies are entering India and there is a tough 
competition between Indian companies and these MNCs. How do you 
view this competition? 

Although there exists competition between Indian companies 
and the MNCs such аз LG, Samsung and Sony, the MNCs are 
way ahead of their Indian counterparts in terms of market 
share. For long, the Indian consumer durable space has been in 
the grip of the Korean and Japanese companies. An increasing 
number of Japanese and Korean firms are showing interest in 
the consumer durable space in India. Sony, SANYO, Hitachi, 
Toshiba and Sharp, LG, Samsung and Hyundai Electronics are 
raring to go with ‘quality white goods into a market that now 
has the money to buy them. 

The Indian companies are finding it hard to sustain them- 
selves in the market because of wider product availability, su- 
perior product quality and a steady flow of capital from the 
Japanese and Korean companies. However, the strength of the 
Indian companies lies in their well-acknowledged brands, an 
extensive distribution network, and an insight into the local 
market conditions. 


What, according to you, are the major challenges and opportunities for 
this industry? 

One of the major challenges faced by the industry is the rising 
raw material cost especially that of steel and aluminum. High 


FMCG 


taxes, high disparity of income, lack of distribution network in 
rural and semi-urban India are the major problems faced by 
the consumer durables industry in India. 

The increasing middle-class, increasing income, chang- 
ing consumer preference from lower end model to higher seg- 
ment, and higher growth in the rural markets as compared 
to the urban markets provide ample opportunities to com- 
panies to increase their coverage and improve their market 
share. 


How do you visualize the future of the industry? 

The rising income levels, better financing options, and wider 
product availability will surely transform the consumer 
durables industry in India. Rural markets along with semi- 
urban areas will drive the future sales of the industry espe- 
cially in low-end segment as the growth rate in these markets 
are much higher as compared to urban areas. 

With organized retail coming of age in India, the con- 
sumer durables industry will witness an increase in its 
sales in the coming years. Mushrooming of retail stores, 
such as Croma, E-Zone and Reliance Digital, has also aided 
the growth of the industry especially in higher segment. The 
organized retailing will not only help in expanding the 
market for branded products but also for private labels 
which are being introduced in the near future. The organized 
retailing will also help in increasing the penetration level of 
companies through rural hypermarket such as ITC's 
Choupal sagar and Shubh Labh by Mahindra & Mahindra 


group. 


stagnated urban market, lack of innova- 
tive products and lack of proper 
infrastructural growth in the rural mar- 
ket. Against the sliding growth of the per- 
sonal care segment, HLL, which stood at 
24" position in 2006, has slipped down to 


FMCG Market Growth 
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28" during 2007 among The Analyst 500 
companies. It is no better in the case of 
ITC and Colgate-Palmolive. However, 
companies such as Britannia, Dabur 
India and Marico have fared well mostly 
due to immense growth in FMCG's food 
segment. For instance, Dabur India has 
gone up from 189^ in 2006 to 184". 
Similarly, Marico has improved its posi- 
tion from 217" during the previous year 
to its current 215^ slot in The Analyst 
500 companies. Another company whose 
rank has risen is Britannia—from 134% 
position in 2006 to 129" in 2007— 
mostly boosted by its innovative prod- 
ucts range and small packages. 


Outlook 

Poor infrastructure and FDI controls are 
identified as key hurdles to the growth of 
FMCG companies. At the micro level, 
their main worry is the relentless rise in 
input costs, which is hampering their 


margins and consumer loyalties. Almost 
every FMCG player is citing inability to 
absorb rising input costs and other infla- 
tionary pressures. Introduction of value- 
added tax is also another concern for 
both consumers as well as retailers. 
Overall, the year has ended more on a 
positive note for FMCG companies 
which were well-supported by a new gen- 
eration of consumers who have a good 
amount of disposable income and who 
are equally willing to experiment with 
various new products available in the 
market. The rural as well as semi-urban 
consumers have just got the taste of 
modern trade stores offering a pleasant 
and rewarding shopping experience. The 
ongoing retail boom is all set to acceler- 
ate the industry and keep it buoyant in 
the years to come.s 


— № Janardhan Rao and L Venu 
Reference # 01M-2007-12-13-01 
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In Service of the Nation 
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The services sector accounts for 
more than half of India's GDP. While 
this takes Indian economy closer to 
the fundamentals of a developed 
economy, the services-led growth 
would benefit all strata of society 
only if it leads to broader-based 
development and job creation. 





Unlike in manufacturing where the de- 

veloped world has had a historic lead, 

this is a sector where the developing coun- 
tries need not suffer from a handicap. 

— Dr. Manmohan Singh 

Prime Minister 


106| December 2007 | 


constant factor cost) has come a 

long way from the depressing 1.3% 
in 1991-92 to the impressive 9% in 
2005-06. Between 1991 and 2005, i.e., 
in the first one-and-a-half decades of 
India's tryst with liberalization, the 
economy expanded at an annual aver- 
age of about 6%. India's СОР growth in 
the last three years was about 8%. In 
2006-07, India's GDP grew at an im- 
pressive 9.2%. 

And, interestingly, the contribution 
of the different sectors of the economy 
to India's GDP during the said period 
reads: Agriculture — 18.5%, Industry - 
26.4%, and Services — 55.1%. In fact, 
the average share of the services sector 
in GDP from 1993-94 to 2004-05 was 
over 896 per annum, while the share of 
agriculture and industry in GDP dur- 
ing the corresponding period stood at 
around 2% and less than 7% per an- 
num respectively. 


ЈЕ annual СОР growth rate (at 


Charting out a unique growth path 

What is significant about these figures 
is the share of the services sector in 
India's economic boom. India's services 
sector accounts for more than half of 
India's GDP. While economic growth has 
conventionally been associated with an 
increasing share of services in GDP, in- 
vestment, and employment, there is 
something unconventional about the 
growth story of India's services sector. 
Usually, the service industries register 
this kind of development and growth on 
the back, so to speak, of agriculture and 
manufacturing. As agriculture lays the 
foundation, the industries expand on 
that, and the share of industries and the 
services sector in the development of 
economy rises. The growth ofthe services 
sector shifts gear and picks up momen- 
tum as the per capita income levels in- 


crease. In other words, development o 
the services sector happens as a natura 
corollary of developments in agriculture 
and manufacturing. 

However, unlike a few Asian econo 
mies that constructed their success sto 
ries on the productivity growth of agri 
culture and the development of export 
oriented manufacturing, the India 
economy has moved from strength t 
strength riding on the power of the ser 
vices sector, especially the high-en: 
knowledge-intensive services. Whil 
the share of services in India’s GDP in 
creased by 21% points in the five de 
cades between 1950 and 2000, near! 
40% of that increase was concentrate 
in the 90s, thanks to liberalization 1 
the regulatory framework that pave 
the way for innovation and higher ex 
ports. Today the share of services i 
GDP is around 60%. This is a cause fc 
celebration as well as concern. 


Doing a great service 
The boom in the services sector is 
cause for celebration because th 
growth of services sector is essential 1 
an economy as manufacturing can | 
competitive only when there is easy an 
timely access to services such as Бап] 
ing, finance, insurance, transport, an 
telecommunications. With India’s se 
vices sector doing exceptionally wel 
the demand for services as intermed 
ate input within the manufacturing 1 
dustries has increased. The use of se 
vices helps in adding value to the man 
factured produce and in cutting dow 
the costs of operations. In other word 
the contribution of services to outp' 
growth and productivity in Indie 
manufacturing has increased conside 
ably after liberalization. 

It is well known that the есопоп 
reforms introduced in 1991 in gener: 
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and the liberalization of investment 
from abroad, increased private sector 
participation, strong growth in foreign 
demand, increased industry 
outsourcing, and high income elasticity 
of demand for services in particular 
have been the drivers of the tremendous 
growth in India’s services sector. The 
other reasons for the impressive perfor- 
mance of the services sector include: 
services exports; foreign remittances 
from Indians living abroad; availability 
of low-cost, well-educated and English- 
literate workforce; and less dependence 
on large-scale investments and trans- 
port infrastructure. 


Imbalance is a concern 

However, concerns have been raised 
about India’s ability to sustain this 
growth over a period of time. For one, 
the growth of the services sector when 
compared to that of the other two key 
sectors—agriculture and manufactur- 
ing—is totally disproportionate. During 
the period 1990-91 to 2005-06, the ser- 
vices sector registered a growth rate of 
7.9%, compared to 2.6% of agriculture 
and 6.1% of industry (see Figure 1). Pro- 
ductivity in India’s services sector regis- 
tered a strong growth during the period 
1980-2004, stronger than in manufac- 
turing and agriculture, in marked con- 
trast to the general global pattern of 
productivity growth being stronger in 
manufacturing and agriculture. In Dr. 
Manmohan Singh’s words, “There are 
lots of people who tell me that services 
cannot move far ahead of what’s hap- 
pening in manufacturing, and that wor- 
ries me—this imbalance.” 

Also, the growth across India’s ser- 
vices sector itself is not uniform. While 
computer and IT-enabled services 
(ITES) accounted for a major share of 
FDI inflows into Indian services from 
2002-03 to 2005-06, followed by finan- 
cial and business services, other ser- 
vices sectors, such as construction, 
transport, health, trade and hotels, 
showed no significant growth (see 
Figure 2). 

What's more, the boom in the 
growth of the services sector happens to 
be a relatively ‘jobless’ boom. In other 
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words, the rise in the services sector's 
share in GDP has not resulted in a pro- 
portionate increase in the sector's share 
in national employment. 


Employment and employability 
Of course, the emergence of the services 
sector world over as the major contribu- 
tor to a nation's economic development 
and growth marks a significant struc- 
tural change in the global economy. 
While the dynamics of the services sec- 
tor do impart momentum by accelerat- 
ing investment, income, and consump- 
tion, the resultant growth in output, 
however, has to be accompanied by 
growth in employment. Put differently, 
creation of jobs or the ability to absorb a 
large workforce is the acid test that the 
services sector in India faces. 

However, the services sector alone 
cannot carry the cross of employment 
generation. The growth in the services 
sectors has to be ably supported by pro- 
portionate growth in the industrial sec- 
tor. Over a period of time, these two sec- 
tors should create enough jobs for at 
least half of the 60% of labor force 
trapped in agriculture. Simultaneously, 
the general and technical education sys- 
tems need to be spruced up keeping the 
job requirements of the manufacturing 
and services sectors in mind. This would 
help in translating India's “demographic 
dividend" into *development dividend". 

Also, the services sub-sectors such 
as IT and ITES and banking and finance 


Services Sector: Gaining Ground 
Sector shares in GDP (at factor cost and 1999-2000 
prices) in percent, 1990-91 to 2005-06 
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have taken giant strides on the path of 
growth, thanks largely to liberalization, 
increasing FDI inflows, and direct expo- 
sure to competition. As Dr. Singh 
opines, we need to identify the unique 
characteristics of each sub-sector and 
the factors that affect their competitive- 
ness and take measures to improve the 
supply capabilities of each sub-sector. 
While educational services need huge 
investments, other enabling sub-sec- 
tors such as, power, transport, health— 
including medical outsourcing and 
medical tourism—construction, and ho- 
tels, need to be pruned and developed to 
meet the international standards and 
requirements. Above all, liberalization 
and modernization should remain a 
permanent item on the agenda of the 
successive Indian governments. Politi- 
cal parties should rise above petty con- 
siderations and exhibit the political 
will to formulate consistent and pro- 
gressive policy measures to sustain the 
growth in the services sector. 

While the Indian services sector is 
expected to continue its good work in 
propelling the economy on the growth 
trajectory, a lot more needs to be done 
on the manufacturing front as well, for 
the services sector, as a rule, reacts to 
what is happening in the manufactur- 
ing sector.m 


– R Venkatesan Iyengar 


Reference # 01M-2007-12-14-01 
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The Difference Maker All Over Again 
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When it comes to dissecting a financial crisis, the correct approach would 
be to look at what started it all. The origin of the subprime global credit 
market rout could be traced to what in the financial market circles is called 


the ‘Greenspan Put’. 


— Akhil Agarwal, CFA 





For years I piled on debt and 
smiled as my profits soared 
(1 even bought a solid gold toilet, yeah) 
Now I see that I can’t be levered this mueh 
any more (panicking, I’m panicking, I 
think I've soiled myseif) 
Bernanke, please save те, cut rates, oh. І 
implore... (Please, even 50 bps) 

But there's a fine, fine line between 
а gain and a crippling, crushing, mor- 
tally wounding decline... 
(Help me!!) 

— From the music video “Ете Line: 
Sub-Prime Decline" by The Richter 
Scales 
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his one's different. Or so they 

said. But just within a week of 

the mid-year global contagion, it 
was unceremoniously proclaimed that 
the summer of discontent was upon us. 
You could run to any corner of the world 
but you could not hide. 

When it comes to a worldwide cor- 
rection in stock markets, the impor- 
tance of trash-talk should never be un- 
derestimated. Right from the Red Kite 
collapse to the unwinding of the yen 
carry trade to the subprime meltdown 
and the consequent credit squeeze, glo- 
bal markets, thus far in 2007, have 


never ceased to amaze in their ability 
be alarmist. 

And why shouldn't they be? When 
comes to financial markets, the unwri 
ten rule since time immemorial hz 
been that the binge must be enjoye 
while it lasts because at some point a 
that you will be left with is a head-spli 
ting hangover. 


Higher stakes: The new reality 
But despite the hysterically lou 
doomsayers never missing an opportt 
nity to paint a picture that you coul 
only use on a postcard to be sent to you 
mother-in-law in hell, the Dow, S&! 
500, Hang Seng, Sensex and man 
more have hit their life-highs, in, hol 
your breath, 2007. And that’s exactl 
what this is all about. What each o 
these so-called ‘crises’ has unknowingl 
done is that it has increased the stakes 
Higher than ever before. A subprim: 
mortgage collapse in the far-flung sub 
urbs of America means pain and an 
guish in the Central Business District; 
in major international financial center: 
and finger-pointing at central banker: 
across the world. 

So what we were witness to withir 
just a week of the “worldwide contagior 
that threatened global economi 
growth" (read: financial market correc. 
tion), even before the now famous 5€ 
basis points cut in interest rates, were 
a series of moves, which made the US 
Fed and the European Central Bank 
see eye to eye not just in terms of talk 
but also in action. This was followed up 
by some seemingly brilliantly choreo- 
graphed comments, one of them in favor 
of the US Fed by none other than the 
French Prime Minister who 
complimented the American central 
bank’s handling of the “market tur- 
moil”, in one of the most unabashed in- 
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stances of the self-congratulatory mode 
that policy makers around the world 
aave got themselves into. 


The Fed's painstaking efforts 
what has the Fed done to warrant 

"e praise? Let's break it down: 

· The Discount Window is a location 
n the Federal Reserve where banks and 
„nancial institutions borrow money at 
„Һе discount rate, mainly for tiding over 
»ressures during times of tight liquid- 
ty. Borrowing from the discount win- 
Yow is hence usually seen as an act of 
esperation. 

These perception issues deterred in- 
‘titutions from availing the facility 
even during tight money markets. 
Чепсе, in the wake of the subprime cri- 

is, on August 17, 2007, the Fed cut the 
«iscount rate by half а percentage point 
wo 5.75% (and further to 5.25% on Sep- 
-ember 18) and extended discount win- 
Aow loans up to 30 days, renewable at 
“пе borrower’s option. Almost as if on 
ue, four major US banks on August 22 
»roudly announced they had borrowed 
5500 mn each from the Discount Win- 
-low as ifto do their bit in bailing out the 
»conomy for the larger cause of patrio- 
lism by clearly mentioning in a joint 
ress release that they had the capacity 
Bo borrow money elsewhere on more fa- 
"orable terms. 

And why shouldn't they be painting 
he town red at this large-hearted act? 
кав during this time, the Target Federal 
Sunds Rate (the Fed's target rate at 
"vhich banks should charge each other 
эп overnight loans) was substantially 
ower at 5.25%. 

In fact, since August 10, the Effec- 
ive Federal Funds Rate (the rate at 
which banks actually borrow from each 
ther overnight) has been well below 
ће target rate set by the Fed ranging 
rom 4.54 to 5.03%, primarily due to 
he dollops of dollars that the Fed has 
sumped into the system through its 
„реп market operations. Therefore, 
ven before the all-important Septem- 
wer 18 meeting, in which the target 
mate was brought down to 4.75%, the 
‘ed had almost stealthily engineered 
‚ rate cut. 
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The net result of all this? The Dow 
fires a 145.29-point salute on August 17. 

Investors, it would hence seem, were 
impressed enough with this bountiful 
act by banks. It was only seven days 
later on August 24, when the Fed clari- 
fied that banks could use asset-backed 
commercial paper as collateral in ex- 
change for Discount Window loans, that 
the real cards were fully revealed. 

In the wake of the post subprime 
global credit market rout, as investors 
shunned commercial paper sold by fi- 
nance companies that were backed by 
assets such as mortgage loans, banks 
saddled with such junk assets were des- 
perately looking for an outlet. 

In the 30 days leading up to August 
24, yields on even the highest rated 
(AAA only) asset backed commercial 
paper having overnight maturity, rose 
by 78 basis points to as much as 6.04%. 
Correspondingly in the July-August pe- 
riod, yields on the 10-year US Treasury 
Bonds fell by almost 90 basis points to 
4.30% (see graph) as investors fled to 
safer havens. In this scenario, commer- 
cial paper issuers were unable to issue 
new commercial paper to replace the 
ones maturing and may be required to 
cough up the dough to pay for the matur- 
ing paper. 

You would expect the central bank of 
the world’s largest economy to rap er- 
rant banks on their knuckles like a 
strict regulator and admonish them for 
accepting paper backed by low-grade 
assets. But in a classic example of na- 
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ked capitalism being colored with the 
paintbrush of patriotism, the Fed gave 
banks the option to not only use cur- 
rently outstanding investment grade 
paper (rated AAA, AA, A or BBB by rat- 
ing agencies who themselves are being 
investigated because they reacted le- 
thargically at a time when they should 
have been ruthlessly downgrading such 
paper) as collateral to borrow from the 
discount window at 5.75%, but also 
place new commercial paper issued by 
finance companies at the window. 

The game is simple. Ensure decent 
yields for sub-standard assets, even 
when in the throes of a crisis, to those 
who should have averted the crisis in 
the first place. All this so that banks 
can raise the money required to support 
Wall Street's huge pyramid of struc- 
tured finance. 

The verdict? The day the Fed clari- 
fied this, on August 24, the Dow fired 
another 142.99-point salute! 


The domino effect 

In the world of financial markets, it has 
been proven time and again that these 
so-called ‘confidence building measures’ 
have the same effect that doting grand- 
fathers have on kids, when the tiny tots 
have spent the entire pocket money for 
the month given by their parents in just 
a week. And that’s exactly what banks 
have done. In extending credit to sub- 
standard assets they have gone ahead 
of themselves, and far from being made 
to pay the price, they’re now being res- 
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‘ued by the Fed, which loves playing to 
the gallery (read: markets) in any case. 
с The domino effect of these measures 
and, of course, of the ultimate rate cut 


Was Greenspan chiefly responsible for the credit 
binge and, by that definition, this consumer- 
driven slowdown that the world’s largest 
economy has been left to grapple with? 


on the Dow and consequently on the 
pther markets around the world was 
«herefore nothing to be surprised about 
at all. 


Tracing the origins: Killing the 
Чем! created by yourself 

When it comes to dissecting a financial 
311813, you must look at what happened 
before it all started. The current crisis 
will tell you precisely why this is the 
case. Not too long ago, a man named 
Alan Greenspan sat in the very same 
place that Bernanke occupies today. 
Тће now 81-year-old, former Fed Chair- 
man was only too quick to leap into ac- 
tion and reduce rates every time finan- 
al markets sniffed an impending 
pollapse. 

When Greenspan took over in 1987, 
the Fed Funds Rate was 7%. Before long 
In 1992, the rate had been reduced to a 
paltry 3% and to as low as 1% in 2003 
after the tech bubble burst. Little won- 
der then that four out of five subprime 
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loans came with floating rates, as ag- 
gressive marketing by finance compa- 
nies in 2004-05 of low interest rates 
made these loans look like a steal. As a 
direct consequence, the household sav- 
ings rate in the US dipped from 7.5% to 
negative in 2005, for the first time since 
the dark days of the Great Depression. 

Was Greenspan chiefly responsible 
for the credit binge and, by that defini- 
tion, this consumer-driven slowdown 
that the world’s largest economy has 
been left to grapple with? In all fairness, 
Greenspan, towards the end of his ten- 
ure, made 17 consecutive rate hikes of 
25 basis points to take the Fed Funds 
Rate to 5.25%. 

Critics, however, say that 
Greenspan had driven himself into too 
much of a corner and was left with no 
other option anyway. To further sup- 


| 


port the case against Greenspan, the 
euro, even after these rate hikes, 
stands at almost 1.40 to the US dollar 
today and the savings rate is still in 
negative terrain. 

But what the ‘Greenspan Put’, as it 
came to be known in financial market 
circles did, is that it ingrained this per- 


S&P 500 Index 
(Standard & Poor's) 


as of September 19, 2007 
1600 


Jul 09 Sep 05 


Aug 16 


Jul 27 
Source: http://finance.yahoo.conV 





India BSE 30 Index 


as of September 19, 2007 
16500 


16000 
15500 


15000 


14000 


13500 


Jul 09 Jul 27 Aug 16 Sep 05 


Source: http://finance.yahoo.comy/ 


ceived wisdom and foresight among 
banks and financial institutions al- 
most as if to say that ^no matter how 
much you screw up dude, the Fed's got 
your back!” 

And that’s precisely why the stakes 
have now risen for Bernanke and prob- 
ably all future Fed chiefs. At the cost of 
reducing rates and printing money even 
at a time when crude is trading at $82 a 
barrel with shrinking inventories at the 
outset of winter, Bernanke was almost 
obligated to rescue us all from financial 
market turmoil ironically created by ex- 
tremely lax monetary policy in the first 
place. 


In memory of yet another crisis 
It’s wonderful how conspiracy theories 
are sometimes so much more believ- 
able. Just a walk down Wall Street and 
you can almost hear everyone saying 
under their breath, “It’s all arranged. 
They won't let it happen." 

Churchill once said, “The United 
States invariably does the right thing, 
after having exhausted every other al- 
ternative." The trouble really is in the 
collateral damage in exhausting every 
other alternative, which makes the 
right thing happen more out of compul- 
sion than choice. 

So was this one really different? The 
debate may never die, but just like the 
others, this too shall pass.» 
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having an experience in Credit Control for 6 to 8 
Years. 

Exp: 6-8 

Location: Bahrain 

Email: ap06101997@hotmail.com 





Company: А Axis how; 

Job Desc: The candidate should look after day то 
day operations for Finance and Accounts. Should 
expertise in Finalizing the Accounts, Consolidation 
of Accounts, funds flow, cash flow, Budgets, 
costing, Tax Planning, Income Тах and Sales Tax 
Assessments, Fund Management, Internal Audits. 
Profile: The candidate should possess MEA 
(Finance) / CA/ ICWAI with 20 -25 years cf 
experience in a Managerial Position. 

Exp: 20-25 

Location: Hyderabac 

Email: hr_axisengineers@yahoo.com 





RENT Batliboi Ltd 

Job Desc: All India supervision of Indirect Taxation 
areas including litigations, Government Audits, 
VAT Audits Guiding Manufacturing locations, Units 
on VAT, Sales Tax, Excise, Customs & Service Tax on 
regular basis. and reporting of Quarterly MIS. 
Profile: Supervision cf litigations, VAT Audits etc. 
Independent responsibilities related to Excise / 
Service Tax / CST / VAT / Customs /DGFT. Experience 
of handling assessments, audits and litigations. 
Exp: 8-10 

Location: Mumbai 

Email: selvi.mascarenhas@batliboi.com 


neral Manager- Acc i: 
Company: Brahamputra foe unt Ltd. 
Job Desc: Would be ensuring adherence to 
Accounting policies, system and processes 25 laid 
down by the Company. 
Profile: Candidate should be a CA or ICWAI with 
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15 to 20 years of experience. Candidate having 
experience in Construction Industry will be 
preferred. 

Exp: 15-20 

Location: Delhi 

Email: shivani@brahamputra.com 


Exp: 8-12 
Location: Mumbai 
Email: Ramananda.Singh@enerconindia.net 





Company: Forbes & Company Ltd. (Shipping 
Division) 

Job Desc: Responsible for supervising Day to day 
preparation and payments of cheque / Cash 
vouchers, monitoring handling of cash. 
Profile: Should have sound knowledge of 
Accounting Operations of Container Freight 
Stations. 

Exp: 15-20 

Location: Mumbai Suburbs 

Email: hr@forbespatvolk.com 


Бра t Cordia == 

Job Desc: Would be responsible for Office 
Accounting, Service Tax, TDS, Excise, Income Tax 
(relating to trusts preferred), Labour Laws, need 
to supervise Day to day accounting, preparation 
of office Profit & Loss, Balance Sheet, Computer 
Handling. 

Profile: Candidate should be well versed with 
Service Tax, TDS, Excise, Income Tax, Labour Laws, 
need to supervise Day to day accounting, 
preparation of office Profit & Loss, Balance Sheet. 
Exp: 5-10 

Location: Delhi 

Email: cordiacareers@yahoo.co.in 





Corin Goldstone Technologies Ltd. 

Job Desc: Would be responsible for corporate 
Financial Activities related to Making and upkeep 
of Financial Policies including Working Capital, 
budgets and other policies, Capital & Revenue 
Budgeting, Treasury, Capitalization and Liquidation 
analysis, Conducting Audits. 

Profile: The CFO needs to be a CA with additional 
qualifications in company law / Cost Accounting or 
MBA Finance with atleast 15 years post 
qualification experience. 

Exp: 20-30 

Location: Hyderabad 

Email: tsuman@goldstonetech.com 


vM: Dalmia Cement (Bharat) Ltd. 

Job Desc: The incumbent will head finance 
function of Jawaharpur Unit of Dalmia Sugar. Job 
requires exposure to all areas of Plants Accounts 
function including working capital management. 
Profile: Required a Chartered Accountant with 
10-15 years of quality experience in Plant 
Accounts function of manufacturing organization 
of repute. 

Exp: 10-15 

Location: Lucknow 

Email: nilesh.puri@dalmiacement.com 





Company: Idea Cellular Ltd. 

Job Desc: Should be able to lead the tax planning 
vertical independently Should be able to plan and 
forecast the direct and indirect tax implications for 
the business and company 

Profile: Would be responsible for Taxation Planning 
(direct and indirect tax) along with an experience in 
New Economy is a must. 

Exp: 10-15 

Location: Mumbai 

Email: roshan.shetty@ideacellular.com 


ти Dell India Р Pvt. Ltd. 

Job Desc: Would optimize business model to 
maximize revenue and profitability. 

Profile: Shall have an experience in working for 
large MNCs along with an exposure in business 
analysis & support. Required a good 
understanding of Indian IT Industry and IT 
Products. 

Exp: 5-8 

Location: Bangalore 

Email: tara_raghuraman@dell.com 





Company: IDEB Projects Pvt. Ltd. 
Job Desc: Responsible to handle all direct and 
indirect taxation matters, Acts, Rules, С sidelines, 
Regulations and monitoring the proce: and 

ost: < ensuring proper interpretation and co pliance of 
crie: ese rm T Corporate tax, filing of returns, сотр. tion of 
Job Desc: Would be responsible for working 
capital management fund management long / 
short term borrowings financial models & 
presentations dealing/liaisoning with banks 
Profile: Should be having effective & cordial 
relationship with Banks and Financial institutes. 


service tax, VAT, Sales Tax, excise duties 
such matters. 

Profile: Should be a B.Com/ M.Com with ; rior 
hands on experience in handling the taxation 
function for reputed and large Organi: ation. 
Exp: 6-9 

Location: Bangalore 
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Company: Jindal Aluminum Ltd. 








Company: Kuwait Finan 









Company: Nitco Tiles Ltd. 
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Email: careers@idebinc.com 
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Job Desc: The candidate should be capable of 
conducting thorough internal audit of all | 
departments of the organization. 

Profile: The candidate should be a commerce 
graduate but should be dynamic, hard-working with 
specialization in Finance, accounts, auditing & 
taxation with good academic record. 

Exp: 10-15 

Location: Bangalore 

Email: hr@jindalaluminium.com 


Company: Jindal Drilling & Industries Ltd. 
Job Desc: Responsible for handling Finance & 
Accounting of Oil & Gas Division, preparation of 
Budget, preparation and analysis of MIS and costing 
reports, funds management, finalization of Balance 
Sheet and Profit & Loss Account. 

Profile: Candidate should be a Commerce Graduate 
with CA . Shall have the knowledge of day to day 
accounting, filing of different Tax returns and 
compliances. 

Exp: 8-12 

Location: Delhi 

Email: hr@jindal.com 
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ce House - Bahrain 
Job Desc: Will have to assist the senior management 
in establishing objective risk tolerances (quantitative 
metrics) for credit and Operational risk. 

Profile: Must have at least 12 years of managerial 
experience in a Bank or Fl. Should have attended 
Credit Committees, analyzed credit proposals, and 
helped senior management in risk analysis of multi 
million dollar Credit Deals. 

Exp: 12-22 

Location: Bahrain 

Email: lakbar@kfh.com.bh 
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Company: Newstech India Pvt. Ltd. 
Job Desc: Maintain Books of Accounts Invoicing File 
Stat. Returns Pay roll Export Import Documentation 
Assist. Prepare MIS Reports, Make Payments to 
Suppliers, Нејр in General Administration, Maintain 
Petty Cash. >; 

Profile: Requi-ed а B. Com Gradraduate from 
recognized  siversity with good Communication 
Skills & Tally ;xperience. 

Exp: 10-15 

Location: | iumbai 

Email: rca@newstechindia.com 


Why naukri. com? 


» 200,000 Jobs 
» 30,000 Recruiters 
› Get Jobs by email 


› Block Your Current Employers 
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Company: 


Job Desc: Responsible for posting & monitoring the 
Sale collections of the various branches under west 
zone, Prepare daily MIS, Scrutiny of TDS & Service 
Tax implications on the Expenses booked. 

Profile: Required a BCom/Mcom with 8-12 years of 
experience in sales accounting with atleast 2-3 years 
at zonal level from any FMCG/ Consumer durables 
industry. Knowledge of SAP, Sales Tax, VAT is 
essential. 

Exp: 8-12 

Location: Mumbai 

Email: recruitment@nitcotiles.com 

ompany: Ocwen Financial Solutions Pvt. Ltd. 
Job Desc: Responsible for achieving the revenue 
targets for the business unit. would be managing 
the costs to meet the profitability targets for the 
business unit. 

Profile: Would be ensuring that all associates are 
meeting their defined performance metrics of 
number of payments, right party contact per hour 
and dollars collected per contact. 

Exp: 6-11 

Location: Verna 

Email: Tushar. gaba@ocwen.com 
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Rasna Pvt. Ltd. 
Job Desc: The incumbent should be well conversant 
with Commercial and Accounts function especially 
at C&FA/ Depots level Completion of Accounts in 
time, statutory matters including sales tax/VAT in his 
area would be his KRA. 

Profile: Computer literate and Accounts proficiency 
with knowledge of VAT and Commercial & legal 
matter of C&F on behalf of the company. 

Exp: 5-7 

Location: Major Metros 

Email: careers@rasnainternational.com 


tant Manager- Indirect Та; 

Royal Enfield _ 

Job Desc: Responsible for coordination with 
advocates for legal cases, preparing necessary 
replies for the show cause notice, appearing for 
appeals. Independent handling for indirect taxation. 
knowledge on excise, service tax and customs 
Profile: Require to attend before commissioner 
appeals, tribunal, handle excise matters with in 
factory and ensuring total compliance 

Exp: 8-10.com 

Location: Chennai 

Email: meenakshis@royalenfield 
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Company: Sahara Computers & Electronics Ltd. 


Job Desc: Shall have the good knowledge of 
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Accounts & Finance 

Profile: The ideal candidate shall have a relevant 
qualifications along with the prior working 
exposure in the similar profile. 

Exp: 7-12 

Location: Noida Е 

Email: Balendu.shekhar@saharacomputers.co.in 




















Company: Sanyo ВРІ Pvt. Ltd. 
Job Desc: Would be responsible for Budgeting 
and Business Planning, Costing, Product Pricing 
& Contribution Analysis, Accounts finalization & 
Audit, Corporate MIS reports, Knowledge of 
Indirect Taxation 

Profile: Candidate should be ICWAI, with the 
knowledge of Indirect Taxation, Should have 
exposure to SAP / ERP. ` 

Ехр: 5-10 

Location: Bangalore 

Email: k.hemalatha(gsanyobpl.com 4 
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Company: ShareKhan 
Job Desc: To achieve revenue through Direct - 
HNI, Direct Retail, Franchisee. To achieve PMS 
revenue To set up and achieve on commodity 
trading 
Profile: Required a CA/ MBA with relevant 
experience in a broking Firm. Candidate Should 
have good market understanding and excellent 
communication skills. 

Exp: 5-10 
Location: Gurgaon 
Email: deexa@sharekhan.com 
















Company: Suzuki Motorcycle India Pvt. Ltd. 
Job Desc: Responsible for Project 
management/Control and Accounting, 
Maintenance of books of accounts, budgeting, 
MIS, Treasury operations у 
Profile: Shall be а CA/ICWA with 5 - 7 years of 
experience. CA/ICWA with about 4+ years of 
experience would also be considered. : 
Exp: 5-7 Р 

Location: Gurgaon 

Email: hr@suzukimotorcycle.in 














чу 


> Р 


Може Lar 


e Chemicals Pvt 





t ger- ACCOUNTS 
Company: Vedants Drugs & Fin 
Ltd 

Job Desc: Candidates should be capable of | 
handling audit, tax matters, statutory $ 
compliances etc. i 

Profile: Candidate should have experience of 
working in a manufacturing organization. 
Exp: 7-10 

Location: Mumbai 

Email: admin@vedants.com 
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Auctioning of ECBs 


Tax Investors in Domestic Projects? 


e unabated inflow of ‘copious capital’ that is threatening 

to be still more copious, is haunting the policy-makers, 

the politicians and the businessmen alike. The Forex reserves 

are at a high of $270 bn and are all set to rise further. External 

Commercial Borrowings (ECBs) that have indeed gone up dur- 

ing the current year have been identified as one of the major 
contributors to the problem of surging capital inflows. = 

That aside, it is the recent travails of the global financial 
markets, triggered by the US subprime crisis and the resultant 
speculation about the impeding recession in the US economy, 
that set not only the capital of the wealthy westerners, but also 
the sovereign funds of oil-exporting countries of all shades on a 
free flow across the emerging markets, which led to huge portfo- 
lio investments in the Indian stock market by ЕП. The consis- 
tent impressive performance of the India Inc. that is driven by 
sound. economic fundamentals, such as a huge domestic market, 
less dependence on exports for its growth and 
reined-in inflation, have all cumulatively made 
India a safe destination for investment. 

The net result of such copious inflow of capi- 
tal is: appreciation of rupee by about 12% over 
the last 10 months. The economic fallout ofthe | 
rise in the rupee is the reluctant intervention of | 
the Reserve Bank in the currency markets by 
way of buying up dollars, followed by steriliza- 
tion of the resultant increase in rupees—all at 
a substantial cost. Aside of it, there was a hue 
and cry from businessmen/exporters, particu- 
larly those hailing from BPO, KPO, textile in- 
dustry, etc., over the fall in their profit margins. Mid-cap compa- 

- nies—exporters from both real and services sector—are said to 
be the worst hit, for they have the least cushion to absorb the 
sudden volatility in profits. Above it, it is the politicians crying 
hoarse from the rooftops about job losses. 

Against this backdrop, the government, in its attempt to 
arrest further appreciation of rupee, has come out with yet an- 
other idea: it proposed auctioning of ECBs among the corporates 
and the imposition of sterilization tax. It is, perhaps, hoped 
that such measures would increase the cost of borrowing from 
overseas markets and thereby dissuade corporates from ac- 
cessing ECBs. Now the question is: in a paradigm of ‘impos- 
sible trinity’, will such tweaking here and there help arrest the 
capital inflows and the appreciation of rupee? 

An honest answer to this question would be a ‘no’—it may 
not deliver the intended results on two counts. One, currently, 
ECBs are mostly raised by a few corporates, which are again 
owned and controlled by a still lesser number of industrial 
houses. That being the reality, it is less likely to result in com- 
petitive bidding. No wonder if it even leads to a kind of collusion 
ong the corporates to bid for а nominal price, reminding us 
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of the ‘Permit-Raj’ days. Two, corporates may not be deter 
from borrowing under the ECB route by the mere impositio: 
sterilization tax so long as the rupee continues to appreci: 
for it is more likely to offset the tax burden. 

And, there is no apparent indication of capital inflows c 
ing up; nor does conventional wisdom say that countries 
tempting to arrest the nominal appreciation via sterilizat 
have only ended up with more capital inflows for sterili 
tion — particularly, in the face of fiscal deficit —that prevent 
fall їп interest rates, which, unwittingly acts as an incentive 
fresh inflows. So, the real answer to the current problem lie 
prudent fiscal management rather than auctioning of ECB 

That aside, what is more disturbing under the proposa 
Are we to tax corporates for borrowing from global finan 
markets, that too, at cheaper price for investing in the dome 
projects? Incidentally, we are all aware that it is the poor sí 
of the physical infrastructure, both in term 
quantity and quality, that is the biggest | 
most critical hindrance for business exp 
sion and, in turn, to India's progress. For 
stance, no city in India has continuous w: 
supply all through the day, week and moi 
One estimate of the Planning Commissior 
veals that to sustain our present GDP gro 
rate of 996, India needs to invest an additi 
$500 bn during the next plan period. 

Now the fundamental question is: ћо' 
fund these infrastructure projects. It i 
everybody's knowledge that domestic sav 
alone cannot fund these investments. It is in this context 
everybody is debating about private participation, wl 
means, tapping global financial markets for capital. And 
We are back to square one. Intriguingly, in a speech delivere 
the Metropolitan Chambers of Commerce and Indus 
Dhaka, on May 17, 2007, YV Reddy, Governor of the RBI, 
that monetary policies help the growth process in South As 
three ways: first, by providing price stability; second, by er 
ing financial stability; and third, by enabling availabili 
financial resources for an efficient growth process. 

The overall assessment thus infers that monetary anc 
cal policies must work in tandem to increase the absor] 
capacity of the economy for capital, so that copious inflow: 
be used to create additional assets that generate new we 
offsetting the pressure on appreciation by creating additi 
demand. Or, looking at the current mood of the stock ma 
the government may impose transaction tax, as once prop 
by the governor of RBI, on FIIs, rather than taxing ECBsa 
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SWIPE TO BUILD А LIFE 


among the underprivileged 
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Shop. Save money. 
Save the smiles of the underprivileged. 


Get 1 to 5% Cash Back every time you shop, fly or dine with your 
CorpBank Debit or Credit Card. Even if the purchase is for as low 
as Rs. 251. Enjoy your shopping and think of all the cool things 
you can do with the cash you get back. 


CASH BACK OFFER 


Offer Period: 2nd October, 2007 to 14th January, 2008 




















Corporation Bank 

















Hon'ble Union Minister of < Hon'ble Minister of State for Steel 
Chemicals & Fertilizers and Steel a? 
~ 


О 


Shri Ram Vilas Paswan | 3 и b | [| өе Dr. AkMlesh Das 





(din a Pride since 1804 ocombor 1958 


e India’s largest Iron Ore producer e R&D Centre is ISO 9001 : 2000 


certified and it has been declared 


e Enriching lives since 50 years 
"Centre of Excellence". 


® 50 years of Nation building through 
service to India's Core Sector 


e Recorded Profit After Tax 
(PAT) of Rs.2,320 crore for 
the year 2006-07. 


e Production units are ISO 9001 : 2000 
end 1$0 14001 : 2004 certified 





National Mineral Development Corporation Limited 


(A Govt. of India ) 
Regd. Office : 10-3-311/A, Khanij Bhavan, Castle Hills, Masab Tank, Hyderabad - 500 028. A.P. India. 
Tel : +91-40-23538713-21. Fax: +91-40-23538711. Website : www.nmdc-india.com 


NMDC : Eco- friendly Miners 


